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Objects 

Its  objects  shall  be  to  formulate  and  announce,  through  the  deliberately 
expressed  opinion  of  an  annual  conference,  the  best  informed  economic 
thought  and  ripest  administrative  experience  available  for  the  correct  guid- 
ance of  public  opinion,  legislative  and  administrative  action  on  all  questions 
pertaining  to  taxation,  and  to  interstate  comity  in  taxation. — Art.  I,  Sec.  2. 

THE  ANNUAL  CONFERENXE 

Organization  of  the  Conference 

The  temporary  and  permanent  chairman,  secretary  and  official  stenog- 
rapher ;  address  of  welcome  and  response  to  the  same ;  meeting  place,  ac- 
commodations for  delegates,  and  all  necessary  preliminary  details  for  each 
conference  ;  and  also  the  program  of  papers  and  discussions,  shall  be  arranged 
for  the  conference  by  the  executive  committee  of  this  association.  All  other 
details  of  the  organization  and  work  of  the  conference  shall  be  arranged  by 
the  delegates  present  in  such  manner  as  they  may  from  time  to  time  decide. — 
Art.  Ill,  Sec.  8. 

Time  and  Place 

An  annual  national  conference  on  taxation  shall  be  held  under  the  aus- 
pices of  this  association  during  the  month  of  September  in  each  year,  or  at 
such  time  and  place  as  its  executive  committee  may  determine.  The  details 
of  each  conference  shall  be  arranged  by  the  executive  committee  in  coopera- 
tion with  such  special  and  standing  committees  as  may  be  created  by  this 
association  at  its  annual  meetings  for  such  purpose. — Art.  Ill,  Sec.  I. 

Personnel 

The  administrative  personnel  of  each  annual  conference  shall  be  composed 
of  three  delegates  appointed  by  the  governor  of  each  state,  and  public  offi- 
cials holding  legislative  or  administrative  positions  charged  with  the  duty 
of  investigating,  legislating  upon,  or  administering  tax  laws. 

The  educational  personnel  of  each  annual  conference  shall  be  composed 
of  persons  identified  with  universities  and  colleges  that  maintain  a  special 
course  in  public  finance,  or  at  which  that  subject  receives  special  attention 
in  a  general  course  of  economics ;  members  of  the  profession  of  certified 
public  accountants ;  and  public  men,  editors,  writers  and  speakers  who  hold 
no  educational  or  official  position  but  who  have  developed  a  special  interest 
in  the  subject  of  taxation, — Art.  Ill,  Sees.  2  and  3. 

(ix) 


X  EXTRACTS  FROM  CONSTITUTION 

Voting  Power 

The  voting  power  in  each  conference  upon  any  question  involving  an 
official  expression  of  the  opinion  of  the  conference  shall  be  vested  in  dele- 
gates appointed  by  governors  of  states,  universities  and  colleges,  or  institu- 
tions for  higher  education,  and  state  associations  of  certified  public  account- 
ants, each  of  whom  shall  have  one  vote. 

Voting  by  pjoxy  shall  not  be  allowed. 

No  member  of  this  association  shall  have  the  right  to  vote  in  any  annual 
conference  by  virtue  of  such  membership. — Art.  Ill,  Sees.  4,  5  and  6. 

Resolutions  and  Conclusions 

The  last  session  of  each  annual  conference,  or  so  much  of  it  as  may  be 
necessary,  shall  be  devoted  to  the  consideration  of  the  report  of  the  confer- 
ence committee  on  resolutions  and  conclusions.  The  report  of  this  committee, 
as  adopted  by  the  conference,  shall  be  its  official  expression  of  opinion,  and 
it  shall  not  be  held  to  have  endorsed  any  other  expression  of  opinion  by 
whomsoever  made.  The  voting  power  of  the  conference  upon  an  official  ex- 
pression of  its  opinion  is  limited  with  the  purpose  of  safeguarding  the  con- 
ference from  the  possibility  of  having  its  expression  of  opinion  influenced 
by  any  class  interest ;  or  consideration  for  those  who  devote  their  time  to 
the  work  or  management  of  this  association ;  or  favor  for  those  who  con- 
tribute money  for  its  support.  The  annual  conference  will  be  the  means 
used  by  the  association  for  carrying  into  practical  effect  its  purpose  to  secure 
an  expression  of  opinion  that  will  formulate  and  announce  the  best  in- 
formed economic  thought  and  ripest  administrative  experience  available  for 
the  correct  guidance  of  public  opinion  legislative  and  administrative  action 
on  all  questions  pertaining  to  taxation,  and  to  interstate  comity  in  taxation. 
—Art.  Ill,  Sec.  7. 


FIRST  SESSION 

Monday  Evening,  September  24,  1923 

Organization  of  Conference 

The  first  session  of  the  sixteenth  annual  conference  on  taxation, 
held  under  the  auspices  of  the  National  Tax  Association,  convened 
in  The  Greenbrier,  White  Sulphur  Springs,  West  Virginia,  Dr. 
Thomas  S.  Adams,  President  of  the  National  Tax  Association, 
presiding. 

President  Adams  :  The  meeting  will  please  come  to  order.  As 
most  of  you  know,  the  National  Tax  Association  acts  very  largely 
as  a  mere  instrumentality  for  bringing  together  the  members  who 
compose  the  National  Tax  Conference.  We  provide  the  forum, 
the  place  in  which  they  may  meet  and  carry  on  their  deliberations, 
and  in  just  a  moment  the  National  Tax  Association  will  give  way 
to  the  sixteenth  annual  conference  on  taxation. 

There  is  one  little  matter  of  business  belonging  particularly  to 
the  National  Tax  Association  which  has,  however,  to  be  transacted 
at  this  time.  That  relates  to  the  appointment  of  a  nominating 
committee,  to  designate  the  nominations  for  officers  of  the  Na- 
tional Tax  Association. 

Mr.  H.  C.  McKenzie:  ]\Ir.  Chairman,  I  move  that  the  chair 
appoint  a  committee  of  five  to  make  those  nominations. 

Motion  seconded  and  carried. 

President  Adams  :  The  motion  is  carried  and  the  chair  will  an- 
nounce the  members  of  this  committee  later. 

It  now  gives  me  very  great  pleasure  to  announce  the  beginning 
of  the  sixteenth  national  tax  conference,  and  the  first  matter  of, 
business  to  be  transacted  is  to  make  arrangements  for  a  permanent 
chairman  and  a  secretary  of  the  conference. 

Mr.  H.  L.  Long:  Mr.  Chairman,  I  think  I  voice  the  feeling  of 
all  the  members  of  the  conference  in  moving  that  Professor  Adams 
be  made  the  permanent  chairman.     (Applause) 

The  motion  was  seconded. 

President  Adams:  Are  there  other  nominations?  If  not,  the 
motion  will  be  put  by  the  secretarv  of  the  National  Tax  Association. 

(1) 
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Secretary  Holcomb  :  Gentlemen,  the  duty  is  pleasantly  under- 
taken, I  am  sure.  All  those  in  favor  of  the  nomination  of  Dr. 
Adams  as  chairman  of  the  Sixteenth  Annual  Conference  on  Taxa- 
tion signify  it  by  saying  "  aye  ";  contrary,  "  no  ".     It  is  unanimous. 

Chairman  Adams  :  Nominations  are  now  in  order  for  a  secre- 
tary of  the  conference. 

Mr.  C.  S.  Lamb  :  Mr.  Chairman,  I  nominate  Mr.  Holcomb  as 
secretary  of  the  conference. 

The  nomination  was  seconded. 

Chairman  Adams:  Are  there  other  nominations?  If  not,  I 
will  take  pleasure  in  putting  the  question.  All  those  in  favor  of 
the  election  of  Mr.  Holcornb  as  secretary  of  the  Sixteenth  Annual 
Conference  on  Taxation  say  "aye";  contrary,  ''no".  Mr.  Hol- 
comb is  duly  elected. 

The  next  item  of  business  is  the  adoption  of  rules  of  order  and 
procedure.  Before  asking  Mr.  Holcomb,  in  accordance  with  long 
precedent,  to  make  suggestions  regarding  the  adoption  of  rules  of 
procedure,  I  want  to  call  attention  to  the  fact  that  the  Chesapeake 
and  Ohio  Railroad,  making  the  tender  through  Mr.  Garrett  B. 
Wall,  vice-president  of  the  organization,  extends  to  all  members  of 
the  conference  and  their  families  a  very  cordial  invitation  to  take 
luncheon  in  the  main  dining  room  of  The  Greenbrier,  at  one 
o'clock  tomorrow.  They  will  be  very  glad  to  have  every  one  attend 
about  that  time. 

I  think  that  perhaps  Mr.  Holcomb  has  other  announcements  of 
a  miscellaneous  kind  to  make  before  suggesting  the  rules  of  order 
and  procedure.     !Mr.  Holcomb. 

Secretary  Holcomb  :  I  don't  think  of  anything  in  particular, 
but  as  the  time  goes  on  I  shall  have  occasion  to  make  such  sugges- 
tions as  occur  to  me. 

As  to  the  rules  of  procedure,  I  think  all  who  have  attended  the 
conferences  in  the  past  have  noticed  that  there  has  been  a  tendency 
to  rather  overstep  the  rules  of  order  with  respect  to  general  debate. 
This  year  we  are  particularly  anxious  that  all  should  cooperate  and 
secure  what  we  hope  to  be  a  very  wide  discussion  from  the  floor. 
To  do  that  a  good  deal  of  rigidity  must  be  exercised  in  applying 
the  rules,  which  I  am  about  to  read.  I  hope  that  you  will  all  ap- 
preciate the  fact  that  it  is  a  rather  uncomfortable  task  for  a  pre- 
siding officer  to  enforce  rules,  as  will  be  necessary  if  we  are  to 
secure  the  benefit  from  this  conference  that  we  hope  for;  therefore 
I  ask  your  cordial  cooperation  toward  that  end.  The  rules  as 
suggested  relate  in  the  first  place  to  the  program  and  discussion, 
and  are  as  follows : 
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RULES 

The  program  as  printed  and  distributed  is  adopted  and  shall  be  followed, 
with  such  modifications  as  may  be  required  by  reason  of  absence,  vacancies, 
or  other  causes. 

The  usual  rules  of  parliamentary  procedure  shall  control. 

Each  speaker  shall  be  limited  to  twenty  minutes  for  the  presentation  of  a 
formal  paper.  He  shall  be  warned  two  minutes  before  the  expiration  of 
such  period.  The  time  of  such  speaker  may  be  extended  by  unanimous  con- 
sent of  those  present. 

In  general  discussion  each  speaker  shall  be  limited  to  seven  minutes,  and 
such  time  shall  not  be  extended  nor  shall  any  person  speak  more  than  once 
during  the  same  period  of  discussion  until  others  desiring  to  speak  have 
been  given  opportunity  to  do  so. 

Questions  addressed  to  speakers  shall  be  propounded  through  the  chair- 
man of  the  session. 

You  will  note  that  one  new  suggestion  is  that  the  extension  of 
time,  which  has  broken  down  our  sessions  in  the  past,  is  prevented. 
There  will  be  no  possibility  of  a  motion  to  extend  the  time  of  a 
speaker  until  others  desiring  to  speak  have  had  an  opportunity  to 
do  so.  I  think  that  you  will  conclude  that  that  is  a  fair  proposi- 
tion. Nor  shall  a  person  speak  more  than  once  during  the  same 
period  of  discussion,  until  others  have  had  the  opportunity  to 
speak.  Another  new  suggestion  is  that  questions  addressed  to 
speakers  shall  be  propounded  through  the  chairman  of  the  session. 
It  leads  to  confusion  if  a  speaker  standing  in  the  back  part  of  the 
room  is  to  be  questioned  by  some  one  near  him,  as  neither  the 
chairman  or  the  reporter  will  know  what  is  going  on.  To  secure 
the  orderly  progress  of  the  debate,  it  is  desirable  that  the  question 
be  repeated  by  the  chairman. 

The  remainder  of  the  rules  is  taken  from  the  last  year's  book 
and  they  are  exactly  as  they  have  been  adopted  in  the  past.  They 
are  as  follows : 

VOTING  POWER 
The  voting  power  of  the  conference  upon  any  question  involving  an 
official  expression  of  opinion  shall  be  vested  in  delegates  in  attendance  ap- 
pointed by  governors  of  states,  by  universities  and  colleges  or  institutions 
for  higher  education,  and  by  state  associations  of  certified  public  account- 
ants. No  person  shall  have  more  than  one  vote  by  reason  of  his  appoint- 
ment as  a  delegate  from  more  than  one  source.  The  voting  power  shall  be 
by  ayes  and  nays,  unless  a  roll  call  be  demanded.  On  all  other  questions 
the  voting  shall  be  by  vote  of  all  in  attendance.  The  receipt  of  reports 
made  to  this  conference  by  committees  of  the  National  Tax  Association 
shall  not  be  considered  as  expressing  its  opinion  on  the  subjects  treated. 

COMMITTEES 

(a)  A  committee  of  three  on  credentials,  to  be  appointed  by  the  chair- 
man, who  shall  designate  the  chairman  of  such  committee. 

(b)  A  committee  on  resolutions,  composed  of  one  delegate  from  each  state. 
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selected  from  among  the  delegates  appointed  by  governors;  but  in  case  of 

person  to  arrange  for  its  organization. 

RESOLUTIONS 
411  resolutions  involving  an  expression  of  opinion  of  the  conference  on 
thfubc    of  taxation  shall  be  read  to  the  conference  before  submission  to 
the  committee,  and  shall  be  immediately  referred  without  debate. 

Those  are  the  rules,  Mr.  Chairman,  which  I  propose  for  adop- 
tion by  the  conference,  unless  they  are  amended;  and  I  make  a 
motion  that  these  rules  be  adopted  as  read. 
The  motion  was  regularly  seconded. 

Chairman  Adams:  The  matter  is  now  open  for  discussion.  Do 
vou  care  to  discuss  the  matter  ? 

'    Mr   C  J   ToBiN-  ^Ir.  Chairman,  I  take  it  that  the  ordinary  par- 
liamentary rules  will  follow  in  all  matters  of  discussion. 

Secretary  Holcomb:  I  read  it:  '"The  usual  rules  of  parliamen- 
tary  procedure  shall  control." 

Chairman  Adams:  Is  there  further  discussion?  J.^^  ^^^^ 
heard  the  motion.  All  those  in  favor  ot  the  motion  will  please 
<;av  "ave"-  contrarv-minded,  "no''.     It  is  a  vote. 

I  thSk  that  it  is  part  of  my  duty,  in  consequence  of  those  rules 
to  name  the  chairman  of  the   committee  on  resolutions.     I   shall 
name  Mr.  Celsus  P.  Link,  of  the  Colorado  Tax  Commission,  and 
ask  that  the  delegates  from  each  state  as  soon  as  possible,  andif 
Toss  ble  at  the  conclusion  of  this  meeting,  get  together  and  appom 
'r    lect  a  representative  to  sit  upon  the  committee  on  resolution 
and  ad4e  either  Secretary  Holcomb  or  Mr.  Link  or  myself  ot 
"eir  selection,  in  order  that  this  very  important  committee  may 

get  to  work  as  promptly  as  possible.  t   .1  ■   i     i^    for   the 

A  convenient  way  of  accomplishing  this,  I  think,  1.  for  the 
vaius  official  delegates  to  remain  in  this  room  at  the  cone  usion 
of  this  meeting  and  make  their  selections  informally  at  that  time 
and  communicate  the  name  of  the  committee  member  to  eithei 
Mr.  Holcomb  or  myself  or  ^Ir.  Link. 

I  think  that  concludes  the  preliminary  business  with  %\hich  ^^e 

have  to  deal  this  evening.  ^  „f  tv,^ 

It  gives  me  great  pleasure  to  announce  that  the  Governor  of  the 
great  Commonwealth  in  which  we  are  meeting  tonight  is  doing  us 
the  verv  great  honor  of  coming  here  to  welcome  the  assoc  at  on 
and  the' conference.  Without  further  introductory  remarks,  I  take 
very  great  pleasure  in  introducing  Governor  E.  F.  Morgan  of  the 
State  of  West  Virginia. 

All  arose  and  greeted  the  Governor  with  applause. 
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GovERXOR  E.  F.  Morgan  :  Mr.  President,  members  and  friends 
of  the  National  Tax  Association :  It  is  with  peculiar  pride  and 
great  personal  pleasure  that  I  extend  to  the  members,  officers  and 
visiting  friends  of  the  National  Tax  Association  a  most  cordial 
welcome  to  the  State  of  West  Virginia.  I  have  been  advised  that 
there  are  now  thirty-seven  states  represented  in  this  conference ; 
that  we  have  three  or  four  representatives  from  our  sister  country 
north  of  us,  the  Dominion  of  Canada.  I  want  to  pay  a  little  tribute 
to  this  great  country-.  We  have  a  boundary  line  between  the  United 
States  and  the  Dominion  of  Canada  of  thousands  of  miles,  on 
which  is  no  armed  sentry  and  no  guard,  but  the  boundary  might 
be  said  to  be  imaginar^^  Here  is  clearly  an  exemplification,  my 
friends,  of  the  brotherhood  of  man  applied  to  its  fullest  extent. 
It  is  with  pride  that  I  welcome,  on  behalf  of  West  Virginia,  and 
I  know  on  behalf  of  the  National  Tax  Association,  the  representa- 
tives of  this  great  government  that  has  paid  us  the  honor  and  com- 
pliment of  being  present  on  this  occasion.     (Applause) 

I  am  further  advised  that  if  we  are  not  now,  we  shall  be  honored 
with  the  presence  of  a  representative  from  that  great  republic  in 
the  Pacific  waters,  the  Island  of  Hawaii.  I  want  to  extend  a  wel- 
come, if  their  representative  is  not  present  yet,  that  will  take  effect 
when  he  arrives  on  the  ground.  (Applause)  I  sincerely  welcome 
him. 

The  executive  authority  of  your  association  in  designating  the 
White  Sulphur  Springs  as  the  place  of  its  annual  conference  has 
done  us  a  great  honor,  for  the  high  character,  great  ability,  and 
fine  ideals  of  your  membership  constitute  you  one  of  the  greatest 
civic  organizations  in  this  country. 

I  feel  proud  to  stand  before  you  tonight  and  welcome  you  to 
West  Virginia,  because  I  have  no  hesitancy  in  saying  that  this  is 
one  of  the  most  distinguished,  yea,  I  think  the  most  distinguished 
representative  gathering  of  intelligent  American  citizens  that  ever 
assembled  in  the  State  of  West  Virginia.     (Applause) 

While  the  state  of  West  Virginia,  your  happy  host  on  this  occa- 
sion, sincerely  appreciates  the  compliment  paid  her  by  your  pres- 
ence, yet  we  trust  that  your  stay  with  us  will  not  be  barren  of 
benefits  to  you  and  that  you  may  be  conscious  of  some  compensating 
advantages  in  your  choice  of  a  meeting  place. 

We  have  a  natural  pride  in  this  delightful  resort  which  rests  on 
the  crest  of  the  Alleghenies.  and  is  one  of  the  most  favored  of  the 
watering  places  of  the  world.  Nature  must  have  been  in  her  most 
benign  mood  when  she  lifted  up  these  eternal  mountains  and 
clothed  them  with  a  mantel  of  restful  green  in  spring  and  summer 
that  changes  to  tne  red  and  gold  of  autumn.  Broad  valleys  she 
placed  between  these  imperial  mountains;  here  the  Indian  in  the 
primitive  days  stalked  his  game  and  through  here  the  refreshing 
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mountain  streams  wind  their  rippling  way  into  the  greater  rivers 
of  the  West.  Men  have  combined  with  nature  to  preserve  the 
glory  and  grandeur  of  mountain,  field  and  stream,  and  the  result 
has  been  that  we  find  here  this  throne  of  beauty,  surrounded  by 
mountain  and  forest,  alluring,  enticing  and  comfortable.  Here 
nature's  laboratories  unlock  to  us  her  waters  of  wonderful  cura- 
tive powers. 

There  is  yet  another  reason  why  we  love  White  Sulphur.  It  is 
its  historical  association  with  the  past,  for  at  the  dawn  of  this 
Republic  there  frequently  gathered  here  those  whose  names  we 
revere;  names  emblazoned  on  the  pages  of  history — Washington, 
Madison,  Monroe,  Jefferson,  Harrison,  Fillmore,  Benton,  Cass, 
Patrick  Henry,  Clay,  and  the  mighty  Webster.  Here  problems 
and  policies  of  State  have  been  pondered  and  wrought  out  by 
presidents,  diplomats  and  statesmen,  from  the  birth  of  our  nation 
to  the  present  time ;  here  is  society's  Mecca  to  which  the  nation's 
elite  make  annual  pilgrimage. 

You  are  near  the  boundary  line  of  the  two  Virginias,  an  empire 
that  once  extended  from  the  Atlantic  Ocean  to  the  Great  Lakes, 
and  from  which  some  of  the  greatest  of  the  American  states  have 
been  carved.  That  portion  of  it  lying  between  the  Alleghenies 
and  the  Ohio  River  is  West  Virginia.  This  state  was  settled  by 
a  hardy  race ;  frontiersmen  who  hacked  their  way  over  mountains, 
through  an  unbroken  wilderness  and  over  buffalo  trails,  some  of 
whom  continued  on  across  the  Ohio  River  and  into  the  great 
northwest.  In  the  early  Indian  wars,  in  the  darkest  days  of  the 
struggle  for  the  independence  of  the  American  Colonies,  these 
pioneers  wrought  great  service  for  their  country. 

Last  June,  West  Virginia  was  sixty  years  old.  She  was  born 
into  the  Union  amidst  the  nation's  fiercest  civil  strife,  and  from 
that  memorable  day  she  has  never  faltered  in  her  allegiance  she 
then  proclaimed  to  an  indissoluble  Union. 

During  the  last  twenty  years  West  Virginia  has  achieved  indus- 
trial greatness,  for  in  that  period  there  has  been  phenomenal  de- 
velopment of  her  natural  resources.  While  the  woodsman's  axe 
has  denuded  many  of  her  hills  of  virgin  timber,  she  yet  ranks 
among  the  largest  producers  of  lumber.  The  mountains  being 
filled  with  an  almost  inexhaustible  supply  of  the  finest  quality  of 
coal,  and  with  oil  and  natural  gas  in  unusual  quantities  under- 
neath the  surface,  outside  capital  was  attracted  to  this  state  to 
secure  the  development  of  this  hidden  wealth. 

In  our  mountain  streams  we  have  unlimited  water  power- 
greater  than  any  other  state  east  of  the  great  "  Father  of  Waters," 
with  the  possible  exception  of  the  State  of  New  York;  with  apolo- 
gies to  our  friends  of  Kentucky,  it  is  said  that  we  have  more  blue 
grass  in  the  State  of  West  Virginia  than  there  is  in  that  neighbor- 
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ing  Commonwealth ;  in  the  valleys  of  the  Ohio,  the  Great  Kana- 
wha, the  Monongahela,  the  Potomac,  the  Greenbrier  and  other 
native  streams,  we  have  some  of  the  finest  agricultural  lands  in  the 
world  in  quality;  in  the  north-central  part  of  the  eastern  panhandle 
of  this  state  we  have  some  of  the  finest  horticultural  lands  in  the 
United  States;  we  are  the  second  state  in  the  Union  in  the  pro- 
duction of  coal;  we  have  the  largest  orchard  in  the  world;  we 
have  the  largest  glass  factory,  axe  factory  and  nail  factory  in  the 
world;  we  have  large  steel  plants  and  by-product  plants;  we  have 
the  largest  government-owned  gun  factory  in  the  world ;  we  have 
some  of  the  most  important  chemical  plants  and  silk  and  cotton 
plants  in  the  country.  We  have  some  of  the  largest  hardwood 
mills  in  the  United  States;  we  have  the  largest  pulp  and  paper 
plants  in  the  United  States. 

The  great  variety  of  natural  resources,  of  topography  and  of 
climatic  conditions  that  we  possess  affords  a  greater  variety  of 
business  activities  than  possibly  any  other  state  in  the  Union. 
Where  stately  forests  reared  their  heads  only  a  few  years  ago ; 
where  the  hoot  owl  muttered  his  monotonous  notes  and  the  whip- 
poorwill  echoed  the  solitude  of  the  wild,  railroads  have  penetrated 
and  industry  has  built  thriving  communities.  The  population  of 
West  Virginia  is  ninety  per  cent  native,  both  Puritan  and  Cava- 
lier. We  are  descended  from  those  sturdy  pioneers  and  patriots 
who  braved  the  perils  of  the  primitive  to  find  themselves  homes 
and  who  extended  our  civilization  to  the  West — of  whom  Wash- 
ington said  in  the  dark  hours  of  the  revolution.  ''  Give  me  but  a 
banner  to  plant  upon  the  hills  of  West  Augusta  (now  West  Vir- 
ginia) and  I  will  rally  around  me  men  who  will  lift  our  bleeding 
country  from  the  dust  and  set  her  free." 

In  sentiment  and  ideals  we  are  neither  north,  south,  east  or 
west,  but  have  the  composite  of  the  virtues — and  of  some  of  the 
vices — of  all  sections. 

Those  who  are  from  a  distance  and  are  not  intimately  acquainted 
with  our  state  may  be  inclined  to  accept  with  a  slight  degree  of 
reluctance  some  of  the  statements  made  by  us  relative  to  our 
natural  resources,  but  I  assure  you  that  these  brief  references  are 
but  a  few  of  the  salient  facts  about  West  Virginia  that  can  be 
easily  verified,  and  I  regret  that  you  will  have  neither  time  nor 
opportunity  to  visit  the  larger  cities  of  the  state,  where  large 
manufacturing  plants  are  sending  their  products  to  the  markets 
of  the  world ;  to  inspect  the  immense  coal-producing  areas  where 
you  would  observe  conditions  that  would  refute  the  highly  enter- 
taining but  very  fallacious  reports  of  propagandists;  to  see  her 
great  forests,  her  acreage  of  blue  grass  and  her  cattle  on  a  thou- 
sand hills.  We  would  not  indulge  in  shallow  boasts  or  make  com- 
parisons to  the  injury  of  any  of  our  sister  states,  as  we  recognize 


8  NATIONAL  TAX  ASSOCIATION 

and  rejoice  in  the  streng-th  and  beauty  of  all  of  our  great  states, 
which  constitute  in  grandeur,  power  and  high  purpose  the  greatest 
federation  of  republics  and  the  greatest  union  of  democracy  known 
in  the  history  of  mankind. 

St.  Paul,  the  most  ardent  Christian  of  the  ages,  cherished  the 
thought  and  boasted  the  fact  that  he  was  a  Roman  citizen,  but  it 
seems  to  me  that  we  can,  with  even  greater  reason  than  he,  proudly 
assert  that  we  are  American  citizens. 

In  presenting  to  you  in  brief  this  perspective  of  the  resources 
and  charms  of  our  native  state,  as  we  see  them  and,  as  we  hope, 
you  will  come  to  know  and  feel  them,  I  would  not  divert  you  from 
the  high  and  solemn  purposes  that  prompted  your  coming. 

I  recognize  in  this  great  association  a  body  of  men  whose  influ- 
ence, especially  on  the  vital  and  ever  present  issue  of  taxation,  is 
unequalled  perhaps  in  this  or  any  other  country.  Among  you  are 
statesmen,  economists,  practical  business  men,  financiers  and  offi- 
cials of  the  state  and  federal  governments,  charged  with  the  re- 
sponsibility of  administering  and  enforcing  the  tax  laws  of  their 
respective  states  and  the  national  government  as  well. 

The  problems  that  you  are  to  consider  are  weighty  and  difficult. 

It  is  not  difficult  to  conceive  in  the  abstract  an  ideal  system  of 
taxation;  but  the  chief  obstacle  lies  in  the  effort  to  make  practical 
application  of  the  principles  thus  conceived.  The  constitution  of 
West  Virginia  provides  that  taxation  shall  be  equal  and  uniform 
throughout  the  state.  So  far  as  I  am  advised,  this  principle  of 
taxation  is  common  to  the  constitutions  of  all  the  states  of  this 
Union.  Equality  of  burden  in  the  cost  of  government  is  the  great 
desideratum. 

Our  statute  requires  that  all  property  subject  to  taxation  shall  be 
assessed  as  of  the  first  day  of  January  in  each  j-ear  at  its  true  and 
actual  or  market  value.  By  this  enactment  the  legislature  of  this 
state  prescribed  for  the  assessing  officers  the  one,  simple  and  single 
standard  of  measure  for  the  appraisal  of  property  for  purposes  of 
taxation.  I  presume  that  many  of  your  states  have  like  statutory 
provisions;  while  the  laws  of  some  of  your  states  possibly  provide 
for  a  percentage  or  fractional  part  of  the  true  value  for  revenue 
purposes.  But  our  experience  has  shown  that  this  simple  and 
absolute  standard  of  value  does  not  suffice  to  meet  the  evils  of  in- 
equality in  assessments.  No  doubt  most  of  you  have  had  a  similar 
experience. 

It  is  estimated  that  the  present  market  value  of  all  taxable  prop- 
erty in  this  state  will  exceed  five  billions  of  dollars.  We  have  in 
round  numbers  a  population  of  a  million  and  a  half  of  people,  and 
in  my  judgment  the  per  capita  wealth  of  the  state  will  approximate 
$4,000;  yet,  notwithstanding  this  estimate  of  actual  value  of  prop- 
erty within  the  state,  the  total  assessed  valuation  for  the  year  1923 
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is  something  less  than  two  and  a  quarter  bilUons  of  dollars.  While 
there  is  a  great  disparity  between  actual  and  assessed  values  in 
our  state,  yet  a  phenomenal  increase  in  assessed  valuation  has  been 
made  during  the  past  two  years  over  former  years,  through  the 
active  efforts  of  the  state  tax  commissioner.  In  this  connection  I 
am  ver\-  much  gratified  to  observe  that  through  the  efforts  of  the 
State  Tax  Department,  particularly  during  the  past  two  years,  a 
great  deal  of  educational  work  along  the  lines  of  taxation  has  been 
done,  and  that  the  attitude  of  the  public  mind  today  is  very  much 
improved,  with  respect  to  the  practical  problems  of  taxation  in 
this  state.  While  we  shall  never  be  able  to  attain  the  ideal,  it  is 
hoped  that  the  policy  of  progress  toward  the  goal  of  equalit\-  and 
uniformity  in  this  state  will  be  continued  until  such  time  as  we 
approximate  the  standard  of  statutory  value  for  assessment  pur- 
poses. It  will  be  utterly  impossible  to  procure  a  uniform  valua- 
tion of  property  throughout  the  state  without  a  strong  centralized 
valuation  or  tax  board  or  commission,  and  with  the  strong  senti- 
ment for  local  self-government  that  prevails  in  our  state  it  is  not 
likely  that  such  a  board  or  commission  will  be  established. 

It  is  conceded  by  all  men  of  experience  that  perfection  in  the 
matter  of  assessments  and  taxation  is  not  attainable.  The  reasons 
therefor  are  obvious.  In  the  first  place  we  do  not  approximate 
statutory  standards  of  assessment  because  of  a  narrow  selfishness 
(a)  on  the  part  of  the  property  owner,  and  (b)  on  the  part  of  the 
assessing  officers.  The  taxpayer,  in  many  instances,  fails  in  two 
respects,  (1)  to  list  all  of  his  taxable  propert>-,  and  (2)  to  return 
what  he  does  list  at  its  true  and  actual  value.  His  motive  is  to 
pay  as  little  tax  as  possible,  and  he  excuses  himself  upon  the 
ground  that  all  other  property-  owners  are  evasive  in  making  their 
returns  and  that  he  is  acting  in  self-defense;  and  he  frequently 
oft'ers  the  additional  excuse  that  the  public  funds  are  largely  squan- 
dered by  his  chosen  officers,  and  that  he  receives  little  or  no  benefit 
from  the  tax  imposed  and  extracted  from  him. 

In  the  second  place,  property  is  not  properly  assessed,  because 
of  ignorance  as  to  values  (a)  on  the  part  of  the  property  OAvner 
and  (b)  on  the  part  of  the  assessor.  Each  lacks  knowledge  and 
judgment  in  values. 

In  the  third  place,  there  is  lack  of  accurate  information  relative 
to  property  values,  both  by  the  taxpayer  and  the  assessor,  each  of 
whom  may  be  perfectly  honest  and  acting  with  the  purest  of 
motives. 

In  the  fourth  place,  there  is  lack  of  uniformity,  because  of  the 
great  variety  of  opinions  and  differences  in  judgment  among  men 
equally  honest. 

In  view  of  the  foregoing  observations  upon  the  lack  of  uniform- 
ity in  assessments  and  the  reasons  therefor,  it  occurs  to  me  that 


10  NATIONAL  TAX  ASSOCIATION 

the  administrative  problem  of  supervising  assessments  would  be 
greatly  lessened  by  an  educational  campaign  in  the  respective 
counties  in  which  the  local  officers  and  the  property  owners  may 
be  led  to  see  and  to  appreciate  the  importance  of  adhering  to  the 
lawful  standard  of  values. 

And.  again,  the  problem  of  assessment  is  so  fundamental  that  it 
is  essential  to  select  men  who  are  fully  qualified  in  temperament 
and  judgment  to  appraise  property  values  for  purposes  of  taxation. 
This,  too,  is  more  easily  said  than  done. 

Primarily,  assessing  officers  determine  the  amounts  and  the  pro- 
portions of  taxes  paid  by  the  property  owners.  In  this  age  of 
rapid  development  and  progress  in  the  social  and  economic  life  of 
the  states  and  the  nation,  augmented  by  certain  socialistic  tenden- 
cies, governmental  costs,  like  those  of  individuals,  are  increasing 
by  leaps  and  bounds.  Present  day  costs,  compared  to  those  of  a 
few  decades  ago,  if  we  were  to  judge  by  figures  alone,  are,  to 
many,  reaching  alarming  proportions.  Every  child  born  and  every 
minor  alien  admitted  to  our  borders  adds  to  the  cost  of  govern- 
ment. It  must  be  schooled  and  its  health  conserved  at  public 
expense. 

As  an  illustration :  Our  educational  system  may  be  likened  to  a 
pyramid;  the  elementary  public  schools  form  the  base;  the  junior 
grades,  the  high  schools  and  the  normal  schools  are  the  body,  and 
the  universities  are  the  apex;  and,  just  in  proportion  as  the  base 
and  body  increase  and  as  the  system  grows,  so  must  the  apex  be 
increased,  thereby  necessitating  a  steady  increase  in  this  one  item 
of  governmental  expense.  So  it  is  with  other  institutions  and  de- 
partments of  government.  Therefore,  the  public  must  be  educated 
in  the  economies  of  governmental  costs,  and  to  understand  and  to 
expect  normal  increase  in  public  expenses.  It  is  imperative  if  we 
do  not  expect  our  governmental  costs  and  expenses  to  soar  to  limits 
unbearable,  that  the  most  rigid  economy  be  urged  upon  our  tax- 
appropriating  and  tax-levying  bodies,  and  other  public  officials. 
The  public  should  demand  that  it  receive  one  hundred  cents  worth 
of  honest  service  for  every  dollar  collected  in  taxes. 

There  is  considerable  complaint  at  times  in  regard  to  taxation 
which  is  not  justified,  and  in  this  connection  I  think  it  is  appro- 
priate to  read  a  statement  made  by  that  wise  individual  who  made 
so  many  brilliant  statements  many  years  ago.  Benjamin  Franklin 
said  on  this  subject: 

"  The  taxes  are  indeed  very  heavy,  and  if  those  laid  by  the 
government  were  the  only  ones  we  had  to  pay  we  might  more 
easily  discharge  them ;  but  we  have  many  others  and  much 
more  grievous  to  some  of  us." 

So  you  see  they  were  complaining  of  taxes  back  in  the  days  of 
Benjamin  Franklin.     Again,  he  said: 
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"  We  are  taxed  twice  as  much  for  our  idleness,  three  times 
as  much  for  our  pride  and  four  times  as  much  for  our  folly, 
and  from  these  taxes  the  commissioners  cannot  ease  or  deliver 
us  by  allowing  an  abatement." 

While  it  is  not  my  purpose  to  discuss  the  tax  system  of  West 
Virginia  in  detail ;  and  while  I  would  not  presume  to  sponsor  be- 
fore this  group  of  experts  any  particular  system  of  taxation;  yet 
you  may  be  interested  to  know  in  brief  something  of  our  general 
plan  of  taxation. 

As  a  matter  of  course,  our  constitution  and  the  laws  passed  in 
pursuance  thereof,  exempt  properties  used  for  public,  educational, 
religious  and  charitable  purposes  from  taxation. 

As  already  indicated,  all  property  of  every  class  is  required  to 
be  taxed  upon  the  basis  of  actual  value,  though  this  standard  has 
not  been  attained  in  practice.  We  do  not  have,  under  the  laws  of 
this  state,  classification  of  property  for  purposes  of  taxation,  but 
all  property  bears  the  same  rate  of  levy.  Our  constitution  must  be 
amended  before  we  can  classify  property  and  levy  different  rates 
of  tax.  The  legislature  at  its  last  session  in  1923  declined  to 
submit  a  constitutional  amendment  authorizing  limited  classifica- 
tion of  property  and  fixing  a  different  rate  of  levy  upon  intan- 
gibles, such  as  money,  notes  and  bonds. 

The  constitution  of  West  \'irginia  limits  the  state  and  the  vari- 
ous subordinate  taxing  units  to  two  sources  or  methods  of  raising 
revenue,  viz:  (a.)  a  direct  tax,  levied  upon  the  ad  valorem  prin- 
ciple upon  all  property  subject  to  tax;  and  (b)  privilege  taxes  and 
franchises  upon  persons  and  corporations. 

In  addition  to  the  general  tax  levied  upon  the  ad  valorem  prin- 
ciple and  general  license  taxes,  we  collect  inheritance  taxes  and 
certain  privilege  taxes  under  the  Road  Act. 

Under  that  provision  of  our  constitution  authorizing  privilege 
and  franchise  taxes,  the  legislature  of  this  state  in  the  year  1921 
enacted  what  is  known  as  the  Business-Professional  Tax  Law, 
sometimes  spoken  of  as  the  Gross  Sales  Tax  Act.  It  is  a  privi- 
lege tax  for  engaging  in  any  business  or  profession  in  the  state. 
An  exemption,  or  deduction  of  $10,000  is  allowed  in  all  cases. 

All  persons  engaged  in  the  production  of  coal,  oil,  gas  and  other 
minerals  are  required  to  pay  a  tax  of  two-fifths  of  one  per  cent  on 
the  gross  sales  or  proceeds  of  their  business.  All  other  businesses  or 
professions  pay  one-fifth  of  one  per  cent,  except  wholesalers,  who 
are  required  to  pay  one-third  of  one  per  cent  on  proceeds  of  sales, 
after  deducting  the  purchase  price.  This  is  the  first  effective 
legislation  enacted  in  \\'est  \'irginia  that  required  those  engaged 
in  the  coal,  oil,  gas  and  other  mining  industries  to  pay  a  higher 
rate  of  tax  than  those  engaged  in  other  industries  or  professions, 
thereby  recognizing  the  production  or  depletion  tax  theory,  by  re- 
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quiring  those  engaged  in  these  industries  to  pay  double  the  rate 
assessed  against  other  classes.  Instead  of  assessing  as  a  tax  so 
much  per  ton  of  coal,  barrel  of  oil,  or  cubic  foot  of  gas,  the  tax  is 
assessed  against  the  gross  value  of  the  product. 

The  Gross  Sales  Act,  so  far  as  I  am  advised,  is  pioneer  legisla- 
tion in  the  states.  Like  all  other  innovations  in  legislation,  this  act 
has  been  vigorously  assailed  in  some  quarters  of  the  state,  par- 
ticularly by  some  of  the  manufacturers;  while  on  the  other  hand, 
it  is  stoutly  defended  and  supported  by  many  others. 

This  law,  it  is  true,  has  its  defects,  but  it  also  has  its  merits. 
One  great  feature  in  its  favor  is  the  simplicity  of  its  operation. 
The  tax  required  from  a  gross  business  of  $100,000  to  $150,000 
would  not  exceed  what  in  many  instances  a  taxpayer  is  obliged  to 
pay  a  tax  expert  for  making  out  a  federal  return  covering  a  busi- 
ness of  like  magnitude.  A  large  portion  of  it  is  paid  by  non- 
residents. The  small  portion  of  the  tax  that  is  paid  indirectly  by 
citizens  of  the  state  is  borne  equitably  by  the  public  generally.  It 
is  a  certain  revenue-producer.  Unlike  the  income  tax,  the  tax- 
payer cannot  evade  it  by  offsetting  exorbitant  salaries,  deprecia- 
tion, etc. 

A  bill  was  submitted  at  the  last  session  of  the  legislature  pro- 
posing several  material  amendments,  with  a  view  to  correcting 
inequities  that  experience  in  the  enforcement  thereof  found  to 
exist  therein ;  but  you  are  not  interested  in  these  details.  The  total 
collections  by  the  Tax  Department  under  the  Gross  Sales  Act  from 
October  1,  1921,  to  September  30,  1922,  were  $1,949,647.72.  The 
total  collections  under  the  same  act  from  October  1,  1922,  to  Sep- 
tember 12,  1923,  a  little  less  than  a  year,  were  $2,938,992.90.  Of 
this  amount  the  coal  industry  paid  $1,219,724.11;  oil  and  gas  in- 
dustry, $233,887.34;  clay,  sand  and  other  minerals,  $19,761.01; 
manufacturers,  $709,542.30.  All  the  other  industries,  businesses 
and  professions  combined  paid  only  $756,018.74. 

The  great  increase  in  the  collections  of  the  gross  sales  tax  is 
due,  of  course,  to  improved  conditions  in  the  economic  life  of  the 
state  over  the  year  1922. 

It  is  estimated  that  more  than  90%  of  the  coal  and  manufactured 
products,  and  over  65 7o  of  the  oil  and  gas  produced  are  sold  with- 
out the  state.  More  than  70%.  of  the  gross  sales  taxes  are  paid  by 
those  engaged  in  these  three  classes  of  industries,  so  if  it  is  true 
that  the  consumer  usually  pays  the  tax  it  is  apparent  that  the 
greater  portion  of  the  gross  sales  tax  is  paid  by  those  residing 
without  the  state.  You  will  doubtless  be  surprised  to  learn  that 
this  tax  has  been  opposed  by  some  of  the  farmers  and  a  few  labor 
organizations.  The  total  tax  paid  under  this  law  last  year  by  all 
the  farmers  in  the  state,  directly,  was  about  $764,  and  if  every 
farmer  and  other  laborer  in  the  state  had  been  required  to  pay  the 
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tax  indirectly  on  everything  he  purchased,  and  the  average  indi- 
vidual expenditure  had  been  $1000,  the  maximum  amount  of  tax 
paid  by  each  individual  would  have  been  the  enormous  sum  of  two 
dollars,  or  less  than  one-half  the  amount  of  the  poll  tax  paid  by 
the  citizens  of  the  state  of  Iowa. 

Any  additional  information  that  any  member  of  your  association 
may  desire  as  to  this  law  and  its  operation  can  be  obtained  from 
the  State  Tax  Commissioner,  or  any  of  his  representatives  in  at- 
tendance at  this  meeting. 

You  will  recall  that  Hon.  Walter  S.  Hallanan,  former  State  Tax 
Commissioner  of  West  Virginia,  discussed  this  question  rather 
fully  at  your  last  conference,  and  I  am  advised  that  the  association 
was  very  much  interested  in  this  subject  at  that  time,  and  I  have 
assumed  that  you  are  still  interested,  and  for  this  reason  I  have 
again  made  reference  to  it. 

Our  tax  system  is  enforced  by  two  general  official  organizations — 
(a)  the  assessment  bodies  and  (b)  the  levying  bodies.  The  assess- 
ing authorities  of  this  state  may  be  grouped  as  follows:  First,  the 
assessors,  who  are  elected  every  four  years,  one  for  each  county. 
The  law  provides  for  the  requisite  number  of  deputies  for  each 
assessor  according  to  the  population  and  needs  of  the  respective 
counties.  It  is  the  duty  of  the  assessor  and  his  deputies  to  assess 
and  value  all  property  liable  to  taxation  (other  than  public  utili- 
ties) in  their  respective  counties,  at  its  true  and  actual  value  as  of 
the  first  day  of  January  in  each  year.  The  assessment  rolls  are 
required  to  be  made  up  and  completed  by  them  between  the  first 
day  of  January  and  the  20th  day  of  May. 

Secondly,  the  next  body  of  assessing  officers  is  the  County  Board 
of  Review  and  Equalization,  which  is  composed  of  three  members 
each  appointed  by  the  State  Board  of  Public  Works,  no  more  than 
two  of  whom  can  belong  to  the  same  political  party.  The  board 
must  convene  not  later  than  the  fifth  day  of  July  in  each  year  and 
its  session  is  limited  to  twenty-five  days.  As  its  name  suggests,  its 
duty  is  to  examine  and  review  the  assessment  rolls  as  made  up  and 
returned  by  the  assessor,  and  to  make  any  necessary  changes  in  the 
assessment,  by  increasing  or  lowering  the  valuation  fixed  by  the 
assessor,  to  the  end  that  the  property  may  be  equally  and  uniformly 
assessed  at  its  true  and  actual  value. 

Thirdly,  the  circuit  courts  are  given  a  special  and  limited  juris- 
diction in  matters  of  appeal  from  the  boards  of  review  and  equal- 
ization in  assessments.  An  appeal  must  be  taken  from  the  board 
of  review  and  equalization  to  the  circuit  court  within  thirty  days; 
the  circuit  court  may  increase  or  decrease  the  assessed  value  made 
by  the  board  of  review  and  equalization.  Neither  the  state  nor  the 
property  owner  has  the  right  of  appeal  from  the  circuit  court  on 
questions  of  value  alone,  but  where  the  question  involved  is  that  of 
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the  taxability  of  propert}^  then  an  appeal  may  be  had  to  the  Supreme 
Court  of  Appeals. 

The  State  Board  of  Public  Works,  which  is  composed  of  the 
Governor,  Secretary  of  State.  Auditor,  State  Superintendent  of 
Free  Schools,  Treasurer,  Attorney  General  and  Commissioner  of 
Agriculture,  assess  all  of  the  property  of  public  utilities,  such  as 
railroads,  traction  lines,  including  the  rolling  stock  and  other  per- 
sonal property  of  such  utilities,  telephone  and  telegraph  properties, 
power  properties,  pipe  lines,  etc.  An  appeal  may  likewise  be  had 
from  the  assessment  made  by  the  State  Board  of  Public  Works  of 
any  utility  on  the  part  of  the  state  or  the  property  owner  to  the 
circuit  court  of  the  counties  wherein  the  properties  lie ;  but  as  in 
the  case  of  the  general  mass  of  the  property  of  the  state  no  appeal 
lies  from  the  circuit  court  in  the  assessment  of  utility  properties  on 
the  question  of  value  alone. 

Lastly,  the  State  Tax  Commissioner  of  the  state,  who  is  ap- 
pointed by  the  Governor  for  a  period  of  six  years,  has  general 
supervisory  powers  concerning  the  assessment  and  collection  of  all 
taxes  and  levies  whether  in  the  state,  county,  district  or  municipal 
corporations  thereof.  The  tax  commissioner  is  also  required  to 
assess  and  collect  the  inheritance  taxes  upon  all  estates  subject  to 
such  tax.  He  supervises,  enforces  and  collects  the  Business- 
Profession  tax,  gasoline  tax  and  performs  manifold  duties  as  pro- 
vided by  statute  in  connection  with  the  assessment,  levies,  etc. 
The  tax  commissioner  is  also  ex-officio  Chief  Inspector  and  Super- 
visor of  Public  Offices,  and  audits  the  accounts  of  the  state,  county, 
district  and  municipal  offices. 

The  levying  bodies  of  the  state  and  subdivisions  thereof  are  as 
follows : 

(1)  The  State  Board  of  Public  Works,  which  fixes  the  state 
levy  for  each  year. 

(2)  County  courts,  which  fix  the  levies  for  general  county  and 
county  and  district  road  purposes. 

(3)  Boards  of  education,  which  fix  the  levies  for  school  pur- 
poses. 

(4)  City  and  town  councils  which  fix  the  levies  for  municipal 
purposes. 

Of  course  our  constitution  and  laws  prescribe  certain  limita- 
tions upon  the  various  levying  bodies.  It  is  not  my  purpose,  how- 
ever, to  tire  you  with  details  as  to  our  system,  and  your  patient 
attention  to  this  rather  lengthy  discussion  is  deeply  appreciated,  I 
assure  you.  I  regret  that  it  will  not  be  possible  for  me  to  attend 
all  of  your  sessions,  because,  gentlemen,  I  feel  that  it  would  cer- 
tainly be  a  privilege  to  remain  during  the  entire  sessions  of  your 
meeting  and  hear  the  discussion  of  these  vital  questions  that  will 
be  presented;  and  I  hope,  gentlemen,  if  there  is  any  way  in  which 
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you  can  devise  some  system  whereby  taxes  may  be  extracted  more 
painlessly  than  we  have  been  extracting  them  in  the  past,  that  you 
will  arrive  at  that  result  before  you  adjourn  at  the  close  of  your 
conference. 

In  conclusion,  you  will  allow  me  to  again  felicitate  this  associa- 
tion, this  state  and  the  nation  upon  the  fine  personnel  of  this  con- 
ference. It  is  fortunate,  indeed,  that  this  association  and  confer- 
ence is  made  up  of  men  who  have  attained  distinction  in  different 
branches  of  economics,  and  especially  in  that  department  of  the 
science  which  relates  to  taxation.  Some  of  you  are  experts  in  the 
theory  and  science  of  taxation ;  some  are  tax  law  experts ;  some,  in 
fact,  most  of  you  are  experienced  in  the  administration  of  the  tax 
laws,  in  the  art  of  taxation;  some  are  financiers  and  practical 
business  men,  who  are  offering  to  us  the  benefit  of  their  knowledge 
and  experience;  all  of  you  are  vitally  interested  and  unselfishly 
devoted  to  the  great  objects  set  forth  in  section  two  of  article  one 
of  your  constitution,  which  is  as  follows : 

"  Its  objects  shall  be  to  formulate  and  announce,  through 
the  deliberately  expressed  opinion  of  an  annual  conference, 
the  best  informed  economic  thought  and  ripest  administrative 
experience  available  for  the  correct  guidance  of  public  opin- 
ion, legislative  and  administrative  action  on  all  questions  per- 
taining to  taxation,  and  to  interstate  comity  in  taxation." 

So,  ladies  and  gentlemen,  on  behalf  of  White  Sulphur  Springs 
and  on  behalf  of  all  of  the  people  of  the  State  of  West  Virginia,  I 
again  extend  to  you  a  most  cordial  welcome  to  our  state  and  to 
our  beautiful  settlement  here,  and  I  hope  you  may  enjoy  yourselves 
and  carry  home  with  you  the  kindly  feeling  we  have  toward  you 
throughout  the  great  State  of  West  Virginia.  I  thank  you.  (Ap- 
plause) 

Chairman  Adams:  One  of  those  who  has  come  the  greatest  dis- 
tance to  attend  this  conference  is  Mr.  J.  S.  Dull  of  the  State  of 
Arizona,  a  delegate  from  that  state,  and  he  will  very  briefly,  on 
behalf  of  the  sixteenth  tax  conference  and  the  National  Tax  Asso- 
ciation, respond  to  this  very  kind  and  flattering  welcome  by  Gov- 
ernor Morgan.     Mr.  Dull.     (Applause) 

Mr.  J.  S.  Dull:  Mr.  Chairman,  Ladies  and  Gentlemen  of  the 
conference :  I  am  sure  you  will  all  agree  with  me  that  our  welcome 
to  White  Sulphur  Springs  was  magnificent,  in  its  surroundings.  I 
was  at  a  loss  to  know  just  how  Governor  Morgan  was  going  to  be 
able  to  amplify  this  welcome  in  any  manner;  but  I  am  sure  you 
will  all  agree  with  me  that  he  has  very  successfully  done  so. 

The  question  of  taxation,  which  we  are  gathered  here  to  con- 
sider, has  been  very  clearly  stated  by  the  Governor  in  his  address 
of  welcome.     It  occurred  to  me  that  our  problems  were  as  varied 
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as  the  scener}-  which  we  traversed  in  coming  here,  and  I  am  quite 
sure  that  our  present  surroundings  will  give  us  that  spirit  of  co- 
operation which  will  materially  aid  in  arriving  at  a  beneficial  solu- 
tion of  these  problems. 

Taxation  has  come  to  be  one  of  our  foremost  questions.  As  we 
have  heard,  it  has  always  been  a  vital  question,  but  our  war  burden 
has  so  materially  added  to  this  problem  that  today  we  are  con- 
fronted with  the  necessity  of  making  use  of  every  asset  to  meet 
this  burden.  The  equitable  spread  of  this  burden  is  w^hat  we  are 
all  striving  for.  The  two  main  factors,  apart  from  our  federal 
burden,  are  our  schools  and  roads,  both  of  which  are  vital  to  our 
economic  life. 

The  problem,  then,  is  not  so  much  the  necessity  of  taxation  as 
how  it  can  best  be  administered.  The  schools,  especially  in  recent 
years,  since  the  war  period,  have  been  the  occasion  of  a  great  part 
of  the  tax  burden.  Ever>'vvhere  we  have  also  the  problem  of  road 
programs,  and  it  is  a  very  serious  question  as  to  whether  our  road 
programs  should  be  met  as  rapidly  as  many  feel  they  should.  We 
are  laying  up  a  burden  not  only  of  returning  principal  but  of  carry- 
ing interest  on  the  indebtedness. 

Since  these  two  items  comprise  the  major  portion  of  the  ex- 
penditure for  which  taxation  is  levied,  I  am  sure  that  these  sub- 
jects need  the  closest  attention  on  the  part  of  every  one,  and  I  am 
quite  sure  that  the  present  surroundings  will  give  to  us  the  inspira- 
tion that  will  aid  us  in  their  solution. 

I  take  a  great  deal  of  pleasure  in  acknowledging  our  most  hearty 
welcome  on  the  part  of  Governor  Morgan  of  the  State  of  West 
Virginia,  for  Arizona  first,  and  for  all  of  the  members  of  this  con- 
ference.    I  thank  you.     (Applause) 

Chairman  Adams  :  One  of  the  men  who  has  been  most  inde- 
fatigable in  making  arrangements  for  our  convenience  and  com- 
fort and  who  has  materially  aided  in  facilitating  the  work  of  this 
conference  has  been  the  tax  commissioner  of  the  State  of  West 
Virginia,  Mr.  Grant  P.  Hall.  I  wonder  if  Mr.  Hall  wouldn't  like 
to  say  a  word  of  greeting  at  this  time.     (Applause) 

Mr.  Grant  P.  Hall  :  Mr.  Chairman,  Ladies  and  Gentlemen :  I 
am  going  to  strictly  observe  these  rules.  You  will  notice  by  con- 
sulting the  program  that  I  am  not  on  for  a  speech;  so  I  am  not 
going  to  say  anything,  except  this  one  thing:  Governor  Morgan 
has  not  been  here  long  and  of  course  has  not  been  informed  that 
a  number  of  the  delegates  have  acted  very  wisely  and  brought 
their  wives  with  them  to  this  convention,  and  on  behalf  of  the 
State  of  West  Virginia  I  want  to  welcome  them  to  this  conference. 
(Applause) 

I  want  to  congratulate  you  delegates  who  have  displayed  such 
wisdom  in  bringing  your  wives  with  you  to  this  beautiful  place. 
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Since  you  will  note  from  the  program  that  there  is  nothing  on  the 
program  for  the  entertainment  of  your  wives,  I  am  going  to  make 
this  announcement  while  I  am  on  my  feet,  and  ask  those  of  you 
who  have  your  wives  with  you  to  have  them  register  at  the  same 
place  that  you  delegates  have  registered  today,  and  at  some  time 
within  the  next  day  or  two  we  shall  make  arrangements  to  have  a 
committee  bring  automobiles  here  to  the  hotel  and  take  your  wives 
out  and  show  them  some  of  the  most  beautiful  scenery  in  America. 
(Applause) 

With  three  sessions  each  day,  I  see  now  that  you  delegates  can- 
not have  much  time  to  see  West  Virginia,  but  you  can  permit  your 
wives  to  go  out  within  the  next  day  or  two,  within  thirty  or  forty 
miles  of  this  place,  and  see  this  beautiful  scenery,  so  that  they  can 
tell  you  about  it  when  you  get  back  home.      (Laughter) 

It  is  our  purpose  to  do  our  level  best  to  so  entertain  you  here 
that  you  will  be  so  impressed  with  West  Virginia  that  when  you 
go  home  you  will  never  die  satisfied,  without  coming  back  again. 
I  thank  you.     (Applause) 

Chairman  Adams:  It  has  been  customary  at  this  opening  session 
to  listen  to  a  review  of  recent  legislation,  in  order  that  before  we 
settle  down  to  perhaps  the  more  debatable  questions,  we  may  know 
what  the  American  commonwealths  and  the  federal  government 
have  been  doing.  This  review  of  legislation  has  in  recent  years 
been  prepared  for  us  by  the  legislative  reference  librarian  of  the 
state  of  New  York,  of  the  state  library,  Mr.  William  E.  Hannan. 
He,  unfortunately,  could  not  be  present,  but  Secretary  Holcomb 
has  consented  to  read  at  least  parts  of  his  paper,  or  to  give  a  sum- 
mary of  it,  in  order  that  before  we  start  our  debates  we  may  be 
abreast  of  the  active  legislative  developments  of  recent  months. 
(Applause) 

Secretary  Holcomb  :  Ladies  and  Gentlemen :  It  is  very  difficult 
to  come  back  to  the  prosaic  subject  of  taxation  after  the  delightful 
messages  we  have  listened  to,  but,  as  the  chairman  has  indicated, 
it  has  always  seemed  desirable  that  we  skim  through  some  of  the 
high  spots  in  tax  legislation  within  the  twelve  months,  so  that 
those  who  are  interested  in  a  particular  phase  of  tax  legislation 
may  be  able  to  discuss  the  matter  personally  with  some  member 
who  comes  from  that  particular  state.  It  is  often  difficult  to  recon- 
cile the  statute  law  with  the  administration  of  the  law,  and  to  make 
up  your  mind  what  the  law  means,  from  the  mere  reading  of  it.  If 
you  have  the  advantage  of  discussing  a  subject  of  interest  with  the 
man  who  has  lived  with  it,  it  gives  you  added  help. 

This  paper  reached  my  hands  when  I  arrived  here  yesterday.  It 
is  a  very  long  affair — even  the  summary;  but  the  expanded  paper 
will  be  of  vital  interest  to  all  who  are  conducting  research  or  are 
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administering  tax  laws.  It  is  for  that  reason  that  we  are  greatly 
indebted  to  Mr.  Hannan  for  his  paper,  which  has  required  a  good 
deal  of  labor  of  him  in  attempting  to  secure  knowledge  of  the  dif- 
ferent laws  that  have  been  passed. 

It  has  been  impossible,  of  course,  for  me  to  do  more  than  to  just 
note  the  spots  that  struck  me  personally  as  of  interest,  and  it  will 
be  somewhat  difficult  for  you  to  follow  me,  as  I  make  the  necessary 
skips  and  jumps;  but  perhaps  I  can  accomplish  something  that  will 
enable  you  to  refresh  your  memory  of  what  I  said  by  talking  with 
others. 

[Secretary  Holcomb  gave  an  outline  of  the  paper  summarizing 
recent  tax  legislation,  which  is  in  full  as  follows:] 

REVIEW  OF  TAX  LEGISLATION  IN  THE  VARIOUS 
STATES  FOR  1923 

WILLIAM   E.    HANNAN 

Legislative  Reference  Librarian, 

New  York  State  Library 

There  were  forty-four  states  which  held  legislative  sessions 
during  1923.  Of  these,  forty-three  have  furnished  more  or  less 
complete  information  concerning  tax  legislation  enacted  this  year. 
One  state — Florida,  is  not  included  in  this  study,  due  to  failure  to 
receive  information. 

Constitutional  Amendments  on  Taxation  Adopted  in  1922 

California  adopted  an  amendment  which  provides  that  nothing 
contained  in  the  constitution  shall  prohibit  the  use  of  state  money 
or  credit  in  aiding  veterans  who  served  in  the  military  or  naval 
service  of  the  United  States  during  time  of  war,  in  the  acquisition 
of,  or  payments  for,  farms  or  homes,  or  in  projects  of  land  settle- 
ment, or  in  the  development  of  such  farms  or  homes  or  land 
settlement  projects  for  the  benefit  of  such  veterans.  A  bond  act 
authorizing  the  issuance  and  sale  of  state  bonds  in  the  sum  of 
$10,000,000  for  certain  measures  in  aid  of  veterans  was  validated. 
California  also  adopted  an  amendment  which  exempts  from  taxa- 
tion property  to  the  amount  of  $1,000  belonging  to  veterans. 
Colorado  adopted  a  bond  issue  of  not  to  exceed  $6,000,000  for 
public  highway  purposes.  A  Delaware  amendment  provides  for 
the  levying  and  collection  of  a  capitation  tax  from  every  citizen 
of  the  state  of  the  age  of  21  years  of  age  or  upwards,  the  proceeds 
to  be  used  exclusively  in  the  county  where  collected.  Missouri 
adopted  an  amendment  which  provides  that  all  motor  vehicles 
subject  to  taxation  shall  also  be  subject  to  license  taxes,  the  gen- 
eral assembly  to  fix  the  rate  for  state  and  municipal  purposes. 
Montana  adopted  a  constitutional  amendment  which  provides  for 
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a  state  board  of  equalization,  with  the  powers  and  duties  of  a  tax 
commission. 

Constitutional  Amendments  on  Taxation  Defeated  in  1922 

Ohio  defeated  two  amendments;  one  relative  to  debt  limitations, 
which  proposed  to  put  the  state  on  a  "  pay  as  you  go  "  basis,  the 
other  authorizing  the  legislature  to  substitute  other  methods  of 
taxation  of  property  for  the  taxation  thereof  according  to  its 
value  and  also  limiting  the  tax  levies.  The  opponents  of  the 
measure  claimed  that  it  would  open  the  door  to  classification  of 
property,  and  emphasized  the  fact  that  classification  had  been  re- 
peatedly defeated  by  Ohio  voters. 

The  Oregon  single  tax  league  again  saw  their  proposed  measure 
that  all  revenues  for  all  purposes  should  be  raised  by  a  tax  on  the 
value  of  land  irrespective  of  improvements  and  after  a  certain 
date  on  the  full  rental  value  to  be  in  lieu  of  all  other  taxes,  go 
down  to  defeat.  Two  other  measures  met  defeat  in  Oregon.  One, 
known  as  the  1925  exposition  tax  amendment,  authorized  the  city 
of  Portland  to  raise  a  $3,000,000  fund  for  the  purpose  of  holding 
an  exposition  in  that  city.  The  other  amendment  had  for  its  pur- 
pose the  levying  of  an  income  tax.  It  was  initiated  by  the  State 
Taxpayers  League,  and  proposed  that  one-half  of  the  state  ex- 
penses should  be  annually  met  by  a  tax  on  net  incomes  of  persons 
and  corporations.  Personal  exemptions  were  from  $800  to  $1000 
for  unmarried  persons  and  from  $1000  to  $1500  for  married  per- 
sons and  $200  for  dependents.  New  Hampshire  defeated  what  is 
described  as  a  "  wide  open "  amendment  which  would  have 
authorized  the  legislature  to  establish  its  own  classification  as  to 
property  taxes. 

Constitutional  Amendments  on  Taxation  to  be  Voted  on  in 

1923  or  1924 

Fifteen  states  propose  constitutional  amendments  to  be  acted 
upon  within  the  next  two  years.  California  proposes  six  amend- 
ments. One  would  increase  the  rates  on  certain  public  utilities 
and  on  insurance  companies,  banks  and  franchises.  The  tax  rate 
is  applied  to  the  gross  receipts.  On  railroads  it  is  increased  from 
the  present  rate  of  4%  to  7% ;  on  street  railways  from  4%  to  5^4% ; 
on  various  car  companies  from  3%  to  S%%.  On  express  com- 
panies the  rate  is  reduced  from  2%  to  1%..  On  telegraph  and  tele- 
phone companies  the  rate  is  increased  from  33/<%  to  SYz^c;  on 
companies  engaged  in  the  transmission  or  sale  of  gas  or  electricity 
from  4%,  to  7^^%.  Each  insurance  company  or  association,  except 
county  fire  insurance  companies,  would  pay  an  annual  tax  of 
2.60%  upon  the  gross  premiums;  the  present  rate  is  1.5%.  Banks 
would  be   assessed   at  the   rate   of    1.45%    on   the    value   of   their 
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shares;  now  1%.  All  franchises  would  be  taxed  at  the  rate  of 
1.6%  based  on  their  actual  cash  value;  now  1%. 

Another  amendment  would  exempt  from  taxation  property  not 
exceeding  S50.000  in  value  in  any  one  county,  used  exclusively  as 
air-ports  or  aviation  fields  under  the  control  of  the  United  States 
Government. 

A  further  amendment  would  levy  a  poll  tax  of  not  less  than  $5 
on  every  male  inhabitant  of  the  state  over  21  years  and  under  50 
years  of  age.  The  word  "  alien  "  is  omitted  in  this  amendment 
and  the  maximum  age  limit  is  reduced  from  60  years  to  50  years. 
The  amendment  would  exempt  from  this  tax  veterans  and  persons 
who  pay  a  real  or  personal  property  tax  amounting  to  at  least  S5 
each  year,  and  paupers,  idiots,  insane  persons  and  imbeciles.  The 
proceeds  of  the  tax  are  to  be  paid  into  the  state  school  fund.  For- 
merly such  taxes  were  paid  into  the  county  school  fund  in  the 
county  where  collected. 

Another  amendment  would  provide  that  the  taxes  levied  upon 
personal  property  for  any  current  tax  year,  where  the  same  is  not 
secured  by  real  estate,  shall  be  computed  at  the  tax  rate  levied 
upon  real  property  for  the  preceding  tax  year. 

A  further  amendment  would  exempt  all  public  utility  bonds 
issued  by  the  State  of  California  from  taxation. 

Lastly,  California  would  authorize  the  legislature  to  provide  for 
the  assessment,  levy  and  collection  of  taxes  upon  all  notes,  deben- 
tures, shares  of  capital  stock,  bonds,  solvent  credits  or  mortgages, 
not  now  exempt  from  taxation  under  other  provisions  of  the  con- 
stitution, in  a  manner,  at  rates  or  on  a  basis  of  value  different 
from  other  property  subject  to  taxation.  Such  taxes  would  be  in 
lieu  of  all  other  property  taxes,  upon  such  property,  and  would  be 
equitably  distributed  to  the  county,  municipality  or  district  in 
which  such  property  is  taxed.  The  rate  imposed  on  such  securities 
is  not  to  exceed  that  on  other  property  in  the  state. 

Colorado  proposes  a  bond  issue  of  not  to  exceed  $8,000,000  for 
the  payment  of  adjusted  compensation  to  resident  veterans  of 
either  sex  of  the  wars  to  which  the  United  States  was  a  party 
since  1861.  the  amount  of  compensation  not  to  exceed  $15  for 
each  month  of  active  duty.  Indiana  would  levy  and  collect  an 
income  tax,  but  before  this  amendment  can  be  submitted  to  the 
people  it  must  be  favorably  acted  upon  by  the  next  general  assem- 
bly. Kansas  submits  an  amendment  that  would  classify  mineral 
products,  money,  mortgages,  notes  and  other  evidences  of  debt 
and  tax  the  same  uniformly  as  to  class.  Minnesota  proposes  two 
amendments.  One  provides  for  the  promotion  of  forestation  of 
lands  and  limits  the  taxation  therepf  during  a  term  of  years  and 
for  a  yield  tax  at  the  end,  upon  the  timber  and  other  forest  products 
so  grown.  The  other  amendment  has  to  do  with  the  levy  of  an 
excise  tax  on  motor  vehicle  fuels. 
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Missouri  proposes  a  number  of  amendments,  as  follows:  One 
would  authorize  an  additional  bond  issue  of  not  to  exceed  $4,600, 
000,  for  completing  the  payment  of  the  soldiers'  bonus.  Another 
would  authorize  the  general  assembly  to  classify  property  for  pur- 
poses of  taxation.  Exemption  from  taxation  would  be  refused  to 
cemeteries  held  for  private  profit.  A  further  change  would  reduce 
the  state  tax  rate,  exclusive  of  certain  taxes,  from  15c.  on  the 
$100  valuation,  to  not  to  exceed  10c. 

Montana  proposes  an  amendment  to  provide  for  a  bonus  to 
veterans  who  served  in  the  World  War.  The  amendment  carries 
a  bond  issue  of  $4,500,000. 

Xew  York  would  add  a  new  provision  to  the  constitution  re- 
lating to  limitations  of  indebtedness  of  cities  and  counties.  This 
amendment  provides  that  debt  and  tax  limitations  of  cities  shall 
not  be  affected  by  changes  in  the  system  of  taxation  or  in  the 
definition  of  real  estate.  The  purpose  of  this  amendment  is  ap- 
parently to  clear  the  way  to  remedy  defects  in  the  present  fran- 
chise taxes  on  public  utilities. 

Xew  York  by  a  further  amendment  would  permit  the  issuance 
of  $45,000,000  in  bonds  to  pay  a  bonus  to  veterans  of  the  recent 
war.  If  adopted,  the  legislature  is  authorized  to  create  a  debt  by 
the  issuance  of  bonds  for  the  payment  of  bonuses  to  such  veterans. 

North  Carolina  proposes  three  amendments.  One  provides  that 
loans  made  for  the  acquirement  of  homes  not  exceeding  S8.000 
shall  be  exempt  from  taxation  on  50%  of  the  value,  when  the  term 
of  the  loan  is  not  less  than  one  nor  more  than  thirty-three  years, 
if  the  holder  of  the  note  resides  in  the  county  where  the  land  lies 
when  listed  for  taxation.  The  interest  rate  is  not  to  exceed  5.5%. 
When  the  notes  are  held  and  taxed  in  the  county  where  the  home 
is  situated,  the  owner  shall  be  exempt  up  to  5%  of  the  value  of 
the  notes.  The  second  amendment  provides  that  all.  acts  of  the 
general  assembly  heretofore  passed,  providing  for  payments  into 
any  sinking  fund  for  the  retirement  of  bonds  shall  be  irrepealable 
after  the  issuance  of  such  bonds.  A  third  amendment  would  put 
a  limitation  upon  the  state  debt,  so  that  no  new  debt  can  be  con- 
tracted, except  to  supply  a  casual  deficit  or  for  the  suppression  of 
invasions  or  insurrections,  to  an  amount  exceeding  in  the  aggre- 
gate, including  the  present  debt  and  deducting  certain  railway 
stock  owned  by  the  state,  7.5%  of  the  assessed  valuation  of  the 
taxable  property  within  the  state. 

Oklahoma  submits  an  amendment  which  provides  for  a  state 
levy  on  an  advalorem  basis  sufficient  to  raise  a  fund  for  the  benefit 
of  public  schools,  of  at  least  $15  per  annum  for  each  child  in  daily 
attendance. 

Oregon  by  an  amendment  would  permit  indebtedness  to  be  in- 
curred to  an  amount  not  exceeding  3%  of  the  assessed  valuation  of 
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all  property  in  the  state,  for  the  purpose  of  creating  a  fund  to  be 
loaned  or  paid  to  persons  who  served  in  the  war  department  and 
to  World  War  veterans. 

Texas  proposes  authorizing  the  legislature  to  provide  for  the 
creation,  construction  and  maintenance  of  a  system  of  improved 
highways  throughout  the  state. 

Wisconsin  proposes  to  amend  the  constitution  so  that  the  state 
may  appropriate  moneys  for  the  purpose  of  acquiring,  preserving 
and  developing  the  forests  of  the  state. 

Wyoming  adds  to  the  taxable  minerals  such  minerals  as  copper, 
iron  ore,  petroleum  and  other  crude  and  mineral  oil  and  natural 
gas.  It  further  provides  that  in  addition  to  the  taxing  of  these 
various  minerals,  there  shall  be  levied  a  severance  license  tax 
based  on  the  actual  value  of  the  gross  output. 

Proposed  Cokstitutional  Conventions 

New  Hampshire  will  vote  at  the  next  election  for  state  senators 
upon  the  proposition  of  revising  the  state  constitution  during  1924. 

South  Dakota  will  submit  the  question  of  holding  a  constitu- 
tional convention  to  the  electors  at  the  general  election  in  1924. 

Tennessee  is  to  vote  in  1924  on  delegates  to  a  state  constitutional 
convention. 

Bond  Issue  Referendum 

Two  states,  Illinois  and  New  York,  provide  for  bond  issue 
referendums.  The  voters  of  Illinois  are  to  decide  in  1924  whether 
the  state  shall  issue  bonds  to  the  amount  of  $100,000,000,  for  the 
construction  of  a  state-wide  system  of  durable,  hard  surface  roads, 
the  bonds  to  be  payable  within  thirty  years  from  date  of  issue. 
New  York  at  the  general  election  in  November,  1923  will  vote  on 
an  issue  of  state  bonds  up  to  $50,000,000,  the  proceeds  to  be  ex- 
pended for  the  construction  of  state  hospitals  and  charitable  insti- 
tutions for  the  state's  unfortunates. 

The  legislature  of  Kansas  directs  the  governor,  the  secretary  of 
state  and  state  auditor  to  issue  state  bonds  in  a  sum  not  exceeding 
$25,000,000  to  provide  funds  for  the  purpose  of  paying  a  bonus 
to  World  War  veterans. 

Special  Tax  Investigating  Commissions 

The  State  of  Georgia  will  hold  a  special  session  of  its  legisla- 
ture beginning  November  7th  to  undertake  a  reformation  of  the 
tax  system  of  the  state.  Maine  appropriates  $1,500  to  pay  the 
expenses  of  a  board  to  investigate  the  tax  exemption  laws  of  the 
state  and  the  amount  of  tax-exempt  property,  the  board  to  consist 
of  the  state  auditor,  chairman  of  the  board  of  state  assessors,  ex- 
officio,  and  three  citizens  of  the  state  to  be  appointed  by  the  gov- 
ernor.    New  York  repealed  the  act  of  1917  which  created  a  com- 
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mission  to  represent  the  state  at  a  congress  of  the  representatives 
of  the  several  states  to  consider  the  relations  of  the  state  and  fed- 
eral governments  in  respect  to  taxation.  New  York  also  continued 
the  life  of  the  joint  legislative  committee  on  taxation  and  retrench- 
ment for  further  investigation.  A  report  is  to  be  made  to  the 
legislature  on  or  before  April  1,  1924. 

Oklahoma  authorized  a  commission  of  three  members  to  be  ap- 
pointed by  the  governor,  one  of  whom  shall  be  the  state  examiner 
and  inspector,  to  investigate  all  systems  of  taxation  in  this  and 
other  states.  The  commission  is  to  make  a  full  report  and  prepare 
a  complete  tax  code.  They  are  authorized  to  employ  experts  to  be 
chosen  from  recognized  authorities  on  taxation,  either  within  or 
without  the  state.  Ten  thousand  dollars  is  appropriated  for  the 
expenses  of  the  commission. 

State  Tax  Administration 

Alabama  provides  that  the  new  state  tax  commission  shall  be 
composed  of  a  chairman,  and  four  associate  members  appointed  by 
the  governor,  their  term  of  office  to  be  at  the  will  of  the  governor. 
The  former  law  provided  for  two  associate  members  and  gave 
them  a  term  of  four  years. 

Arkansas  placed  the  taxation  of  public  service  companies  in  the 
hands  of  the  Arkansas  railroad  commission.  This  duty  formerly 
belonged  to  the  state  tax  commission.  Connecticut  authorized  the 
state  tax  commissioner  to  appoint  a  deputy  tax  commissioner  to 
assist  him.  Idaho  made  the  governor  the  chief  officer  of  the 
bureau  of  public  accounts,  who  with  the  assistance  of  the  state 
auditor  is  to  administer  the  state  department  of  finance.  Maine  is 
to  pay  each  member  of  the  board  of  state  assessors  an  annual 
salary  of  $2500.  Formerly  the  chairman  alone  received  this 
amovmt  and  the  other  members  $2000  each.  Massachusetts  estab- 
lishes a  commission  of  administration  and  finance  of  four  mem- 
bers, with  terms  of  four  years,  to  be  appointed  by  the  governor. 
This  state  also  transfers  to  the  commissioner  of  corporations  and 
taxation  the  collection  of  taxes  on  net  incomes  of  domestic  and 
foreign  corporations.  This  duty  formerly  belonged  to  the  state 
treasurer. 

New  Jersey  authorizes  the  state  board  of  taxes  and  assessments 
once  in  every  five  years,  beginning  with  1923,  to  investigate  the 
assessments  in  each  count)'  of  the  state  on  all  classes  of  property. 
It  may  make  a  re-assessment  of  any  property  underassessed  or  a 
re-assessment  of  all  property  in  any  county.  North  Dakota  drops 
the  state  insurance  commissioner  and  attorney  general  from  the 
state  board  of  equalization  and  adds  thereto  the  state  auditor  and 
state  tax  commissioner,  the  latter  official  to  be  secretary  of  the 
board.    Tennessee  creates  the  department  of  finance  and  taxation, 
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in  which  three  divisions  are  noted;  viz.  accounts  and  budget, 
taxation,  and  purchasing.  The  department  is  to  exercise  all  the 
rights,  powers  and  duties  of  the  former  state  tax  commission  and 
of  the  former  state  board  of  equalization.  It  is  authorized  to  in- 
vestigate the  tax  systems  of  other  states  and  to  recommend  legisla- 
tion. A  new  state  board  of  equalization  is  created  consisting  of 
the  governor,  state  treasurer,  secretary  of  state,  commissioner  of 
tinance  and  taxation,  and  the  superintendent  of  taxation.  This 
board  has  power  to  equalize  property  taxes,  to  adjust  inheritance 
taxes  and  taxes  of  public  service  corporations. 

Vermont,  in  its  reorganization  of  the  civil  administration  of  the 
state,  establishes  a  department  of  finance.  This  department  is  ad- 
ministered by  the  commissioner  of  finance,  under  whom  is  a  com- 
missioner of  taxes,  a  commissioner  of  banking  and  a  purchasing 
agent.  Wisconsin,  in  a  new  provision,  requires  the  state  tax 
commission  to  disseminate  from  time  to  time,  in  a  manner  that 
w'll  attract  public  attention,  facts  and  data  concerning  public  ex- 
penditures, sources  of  revenue,  responsibility  for  levies,  the  value 
and  relative  tax  burdens  borne  by  different  classes  of  property, 
and  any  useful  information  on  the  subject  of  taxation. 

Local  Tax  Administration 

Alabama  abolished  the  office  of  county  tax  adjuster  and  the 
boards  of  county  tax  adjusters.  The  Idaho  legislature  repealed  the 
provision  which  required  county  assessors  to  collect  statistics  for 
the  state  department  of  immigration,  labor  and  statistics.  Illinois 
made  the  county  treasurer  ex-officio  supervisor  of  assessments  in 
counties  under  township  organization  of  less  than  250,000  inhabi- 
tants. Maine  repealed  the  law  which  required  the  collection  of 
agricultural  statistics  by  assessors.  Massachusetts  provided  a 
maximum  term  of  three  years  for  the  local  tax  collector.  Missouri 
empowered  assessors  in  cities  of  the  first  class  to  assess  the  prop- 
erty of  any  person  failing  to  turn  in  a  true  list  of  such  property. 

]\Iontana  made  it  the  duty  of  the  county  assessor  to  file  with  the 
state  board  of  equalization  a  duplicate  of  the  reports  made  to  the 
county  treasurer  concerning  the  collection  of  personal  property 
taxes.  A  further  amendment  makes  it  the  duty  of  the  county 
treasurer,  on  or  before  the  first  day  of  December  of  each  year,  to 
report  to  the  state  board  of  equalization  in  detail  all  personal  prop- 
erty taxes  reported  to  him  by  the  county  assessor.  In  case  of 
failure  to  do  so,  the  state  board  of  equalization  is  authorized  to 
require  the  attorney  general  of  the  state  or  the  county  attorney  of 
the  county  to  institute  an  action  against  the  treasurer  and  his 
sureties  for  the  amount  of  money  uncollected  on  such  personal 
property  taxes.  New  Mexico  repealed  the  former  provision  that 
the  county  assessor  might  appoint  one  or  more  deputy  assessors  to 
assist  him  in  assessing  the  property  of  the  county. 
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Ohio  made  a  very  important  change  in  its  tax  system  this  year. 
It  abolished  the  office  of  township  assessor  and  created  a  county 
board  of  assessors,  composed  of  the  county  auditor,  prosecuting 
attorney  and  president  of  the  board  of  county  commissioners. 
The  county  is  made  the  unit  for  purposes  of  taxation.  This  board 
is  to  Hst  and  vakie  for  taxation  all  real  and  personal  property  in 
the  county  and  is  given  the  power  to  provide  experts  and  other 
employees  as  may  be  authorized  by  the  state  tax  commission. 
Such  employees  may  be  discharged  for  inefficiency  by  the  county 
board  of  assessors  or  by  the  state  tax  commission.  Oregon  en- 
acted a  law  providing  for  a  tax  supervising  and  conservation  com- 
mission, to  apply  to  all  the  counties  in  the  state.  This  law  was 
formerly  limited  to  counties  containing  100,000  or  more  inhabi- 
tants. Oregon  also  made  it  the  duty  of  each  county  assessor  to 
annually  make  a  list  of  all  Chinese  and  Japanese  who  own,  lease 
or  operate  real  property  within  the  county.  Washington  omits 
from  the  county  board  of  equalization  the  county  assessor  and 
county  treasurer. 

Exemption  from  Taxation 

Connecticut  exempts  from  taxation  products  growing  in  any 
nursery  or  greenhouse  or  under  glass,  but  this  does  not  apply  to 
shrubs  or  to  any  forest,  ornamental  or  fruit  tree  while  in  such 
nursery.  Connecticut  also  exempts  from  personal  tax  widows  of 
soldiers,  sailors  and  marines,  as  long  as  they  remain  unmarried, 
also  regular  active  members  of  any  police  department  and  the 
police  officers  of  such  department  engaged  in  regular  police  duty, 
if  they  have  served  for  five  consecutive  years  in  the  state.  Illinois 
exempts  from  taxation  any  land  acquired  by  the  United  States  to 
be  used  for  purposes  of  public  buildings.  Indiana  exempts  real 
and  personal  property  owned  by  corporations  for  the  relief  and 
support  of  orphans  and  retired  or  disabled  missionaries,  their 
widows  and  dependents.  Indiana  also  exempts  property  used  as 
posts  of  the  American  Legion,  also  annuities  payable  to  religious 
or  charitable  organizations  or  educational  institutions  and  also  the 
real  and  personal  property  of  the  Indiana  state  board  of  agriculture. 
Iowa  exempts  the  buildings,  grounds,  furniture  and  household 
equipment  of  homes  owned  and  operated  by  organizations  of  vete- 
rans, not  operated  for  pecuniary  profit.  !Maine  provides  a  new 
exemption  of  the  polls  of  all  disabled  veterans  of  the  World  War. 
Massachusetts  requires  assessors  to  list  property  which  is  exempt 
from  local  taxation. 

Nevada  provides  that  the  exemption  of  $1,000  allowed  on  the 
property  of  widows  and  orphans  shall  not  obtain,  if  the  total  value 
of  their  property  within  the  state  exceeds  $6,000.  Nevada  further 
provides  for  an  exemption  of  $1,000  of  the  property  of  a  veteran 
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of  any  war  in  which  the  United  States  was  engaged,  if  such 
veteran  has  an  annual  income  of  less  than  $1,800  and  if  the  total 
value  of  his  property  in  the  state  is  less  than  $4,000.  New  Hamp- 
shire exempts  the  widow  of  any  veteran  from  poll  tax.  This  state 
also  exempts  parsonages  occupied  by  their  pastors.  This  state 
also  grants  an  exemption  to  World  War  veterans  of  $1,000  in 
valuation  of  taxable  property.  This  state  repealed  a  law  which 
permitted  towns  to  exempt  manufacturing  establishments  for  a 
period  not  exceeding  ten  years  and  also  made  permanent  a  former 
temporary  law  permitting  the  exemption  of  street  railways  from 
taxation  if  they  do  not  earn  operating  expenses  and  fixed  charges. 

New  Mexico  exempts  the  real  and  personal  property  of  every 
veteran  in  the  sum  of  $2,000  and  a  further  exemption  is  granted 
from  the  payment  of  all  road  taxes.  In  these  exemptions  are  in- 
cluded the  resident  unmarried  widows  of  such  veterans.  New 
York  makes  an  addition  to  property  exempt  from  taxation  of  the 
real  property  owned  by  certain  veteran  associations  of  the  army 
and  navy,  when  exclusively  used  and  occupied  by  such  associa- 
tions. New  York  also  increases  the  exemption  of  the  real  prop- 
erty owned  by  an  incorporated  association  of  volunteer  firemen 
from  $15,000  to  $20,000.  The  law  permitting  localities  to  exempt 
new  dwellings  until  1932  was  amended  by  New  York  by  extending 
the  time  for  commencing  construction  to  April  1,  1924,  and  by 
extending  the  exemption  to  three-story  buildings  used  exclusively 
for  dwellings  above  the  ground  floor.  This  state  also  extended  to 
December  31,  1932,  the  exemption  of  vessels  engaged  in  foreign 
commerce  and  all  corporations  owning  them. 

North  Dakota  repealed  a  former  law  which  exempted  from 
taxation  to  the  amount  of  $500  in  value  structures  and  improve- 
ments on  village,  town  or  city  lots  when  used  as  a  place  of  resi- 
dence and  when  personally  occupied  by  a  legal  or  equitable  owner. 
There  was  also  repealed  the  exemption  of  $500  for  the  tools,  im- 
plements or  other  equipment  of  a  farmer.  This  state  exempted 
parsonages  from  taxation,  together  with  the  lots  upon  which  situ- 
ated, and  also  land  used  as  a  public  park  or  monument  ground 
belonging  to  any  military  organization  and  not  used  for  gain. 
North  Dakota  also  provided  that  structures  and  improvements  on 
agricultural  lands  for  purposes  of  tax  exemptions  should  be  con- 
strued to  mean  farm  buildings  and  not  industrial  plants,  residences 
or  other  structures  located  without  the  limits  of  any  city,  town  or 
village  and  not  used  or  intended  for  use  as  a  farm  residence  or 
as  a  part  of  a  farm  plant. 

Ohio  by  a  new  provision  requires  the  county  auditor  to  list  all 
property  of  every  kind  in  the  county  which  is  exempt  from  taxa- 
tion, the  list  to  show  the  name  of  the  owner,  the  value  of  property 
and  the  reason  for  the  exemption.     No  new  exemption  is  to  be 
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made  in  future,  without  the  consent  of  the  tax  commission.  Okla- 
homa grants  veterans  of  the  Spanish  and  World  War,  and  their 
widows  an  exemption  from  taxation  of  $200  in  value  of  personal 
property.  South  Dakota  repeals  the  $500  exemption  on  dwelling 
houses  occupied  by  the  owner.  Vermont  amends  the  law  exempt- 
ing buildings  erected  after  June  1,  1922,  by  increasing  the  maxi- 
mum exemption  from  $3,000  to  $5,000.  An  additional  change  is 
that  the  amount  of  exemption  and  the  length  of  time  which  it  may 
run  shall  be  determined  by  the  vote  of  the  towns,  but  in  no  case 
shall  such  an  exemption  be  less  than  $800  nor  more  than  $5,000. 
Vermont  by  a  new  law  also  provides  that  all  immature  timber 
grown  from  transplanted  seedlings  shall  be  exempt  from  taxation 
for  a  period  of  thirty  years  from  the  date  of  transplanting,  if  in 
the  meantime  the  owner  does  not  cause  such  timber  to  be  cut. 
The  land  on  which  the  timber  is  grown  is  to  be  taxed  on  its  value 
as  land  alone.  The  State  of  Washington,  by  a  vote  of  the  people 
at  the  general  election  held  November  7,  1922,  repealed  the  act 
providing  for  the  levy  and  collection  of  an  annual  poll  or  capi- 
tation tax. 

Wisconsin  exempts  from  taxation  for  a  period  of  five  years 
improvements  on  real  estate  not  exceeding  $500  in  value  and  not 
exceeding  forty  acres,  used  for  agricultural  purposes  and  un- 
cleared and  unimproved  at  time  of  acquisition. 

Income  Tax 

Arkansas  provides  that  each  resident  of  the  state  shall  pay  an 
income  tax  based  upon  his  entire  gross  income  at  the  rate  of  one- 
tenth  of  one  per  cent  on  each  $1,000.  A  like  tax  is  imposed  upon 
non-residents,  upon  income  earned  within  the  state.  Certain  ex- 
emptions are  allowed.  The  administration  of  the  law  is  placed  in 
the  hands  of  the  state  comptroller.  The  proceeds  of  the  tax  are 
to  be  for  the  sole  use  of  the  public  schools  of  the  state.  Connec- 
ticut amends  the  corporation  income  tax  by  including  a  new  pro- 
vision which  allows  no  deduction  of  any  loss  sustained  by  any 
company  in  any  other  fiscal  or  calendar  year  than  the  taxable 
year,  whether  such  deduction  is  allowed  by  the  Government  of 
the  United  States  or  not.  Each  companv  is  to  pay  a  minimum 
tax  of  $10. 

Delaware  amended  her  income  tax  law  in  several  minor  particu- 
lars. One  amendment  related  to  credits  allowed  to  certain  public 
service  corporations.  Another  provided  that  returns  need  not  be 
made  under  oath,  but  only  certified,  when  made  by  taxable  indi- 
viduals. Penalties  collected  by  the  tax  department  are  made  avail- 
able ioj  use  of  that  department  in  employing  additional  help,  and 
if  not  so  used,  revert  to  the  school  funds. 

A  difference  in  opinion  had  arisen  on  the  question  whether  in- 
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comes  that  had  accrued  during  the  year  1919  were  subject  to  ex- 
emptions and  deductions  provided  for  in  the  income  tax  approved 
in  1917,  or  to  the  exemptions  and  deductions  provided  for  in  the 
income  tax  act  as  amended  in  1919.  The  attorney  general  of  the 
state  gave  an  opinion  that  as  to  such  incomes,  the  provisions  of 
the  1917  law  were  applicable,  and  a  law  was  enacted  to  conform 
with  his  ruling,  authorizing  the  state  treasurer  to  refund  the  ex- 
emptions which  had  not  been  allowed. 

Massachusetts  provides  for  the  payment  of  interest  at  the  rate 
of  6%  per  annum  upon  income  taxes  remaining  unpaid  after  the 
expiration  of  fourteen  instead  of  fifteen  days  from  date  due  and 
reduces  from  30  to  10  days  after  notice  the  time  within  which  a 
person,  who  is  aggrieved  by  the  refusal  of  the  commissioner  of 
corporations  and  taxation  to  abate  his  income  tax,  may  file  com- 
plaint in  the  superior  court.  There  is  also  made  subject  to  the 
income  tax,  deposits  in  the  savings  department  of  any  trust  com- 
pany chartered  by  the  commonwealth.  New  Hampshire  enacts  a 
rather  unusual  income  tax  law.  There  is  to  be  levied  annually  a 
tax  upon  incomes  derived  from  intangibles  at  the  average  rate  of 
taxation  laid  upon  other  property  throughout  the  state,  excepting 
polls,  savings  bank  deposits  and  property  especially  taxed.  Such 
income  tax  is  to  be  laid  upon  income  received  by  individual  resi- 
dents of  the  state,  partnerships,  associations,  trusts  and  fiduciaries. 
An  exemption  of  $200  is  allowed.  The  administration  of  the  act 
is  placed  with  the  state  tax  commission  and  the  proceeds,  after 
deducting  the  expenses  of  administration,  are  to  be  distributed  to 
the  towns  and  cities  where  the  owner  of  the  taxable  income  re- 
sides. New  York  amends  its  personal  income  tax  law  so  as  to 
allow  the  same  exemptions  as  the  federal  law ;  namely,  $400  for 
each  dependent  and  $2,500  for  married  persons  and  heads  of  fami- 
lies with  net  incomes  under  $5,000.  A  further  amendment  pro- 
vides that  gross  income  shall  not  include  amounts  deducted  under 
the  federal  income  tax  as  tax  on  interest  on  tax-free  bonds. 

North  Dakota  made  a  general  revision  of  its  income  tax  law. 
The  tax  rates  are  as  follows:  1%,  on  net  incomes  not  in  excess  of 
$2,000;  2%  on  $2,000  to  $4,000;  3%  on  $4,000  to  $6,000;  4%  on 
$6,000  to  $8,000;  5%  on  $8,000  to  $10,000,  and  6%  on  incomes  in 
excess  of  $10,000.  Exemptions  allowed  are  $1,000  in  the  case  of 
a  single  person  and  $2,000  for  the  head  of  a  family  or  married 
person.  An  exemption  of  $300  is  allowed  for  dependents.  The 
income  tax  on  corporations  is  3%.  Exemptions  are  permitted  cer- 
tain educational,  industrial,  charitable  and  civic  organizations. 
The  administration  of  the  tax  is  placed  with  the  state  tax  com- 
missioner. The  proceeds  are  to  be  credited  to  the  general  fund 
of  the  state. 

The   Oregon  income  tax  law  has  had  the   referendum  invoked 
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against  it,  so  that  it  will  not  be  effective  until  after  the  Xovember 
election  in  1923,  and  not  then  unless  approved  by  the  people. 
The  tax  is  based  upon  the  entire  net  income  of  every  resident  or 
non-resident,  individual  and  corporation  doing  business  in  the 
state  at  the  following  rates:  1%  on  the  first  $1,000;  1^%  on  the 
second  $1,000;  l3^7c  on  the  third  $1,000;  1^4%  on  the  fourth 
$1,000;  2%  on  the  fifth  $1,000.  and  increases  i^%  on  each  $1,000 
thereafter  up  to  $12,000.  There  is  an  exemption  of  $1,000  in  the 
case  of  single  persons  and  $2,000  for  the  head  of  a  family  or  mar- 
ried person  living  with  husband  or  wife.  There  is  a  further  ex- 
emption of  $400  for  each  dependent  under  18  years  of  age  or  who 
is  incapable  of  self-support.  In  the  case  of  a  fiduciary  an  exemp- 
tion of  $1,000  is  allowed  and  an  exemption  of  $2,000  in  the  case 
of  a  resident  or  non-resident  corporation.  Certain  civic,  charitable, 
educational  and  other  organizations  are  exempt.  The  income  tax 
may  be  paid  in  four  installments,  stretching  over  a  period  of  nine 
months.  The  proceeds  are  to  be  credited  to  the  general  fund  of 
the  state,  it  being  the  expressed  intention  of  the  law,  that  the 
revenue  derived  from  the  taxation  of  incomes  shall  reduce  by 
corresponding  amounts  the  direct  tax  levy  which  would  otherwise 
be  laid  on  the  general  property  of  the  state.  Wisconsin,  by  an 
amendment,  provides  methods  of  ascertaining  income  properly 
assignable  to  the  state  for  purposes  of  taxation.  This  state  also 
repealed  the  provision  which  imposed  heavy  penalties  for  divulg- 
ing information  as  to  income  tax  returns  or  income  taxes. 

IXHERITANXE    TaX 

Connecticut  in  a  general  revision  of  the  inheritance  tax  law 
provides  that  any  interest  in  any  property  owned  by  a  resident  at 
the  time  of  his  decease  is  subject  to  such  tax.  There  is  also  made 
exempt  from  the  tax  any  gift  to  any  association  or  corporation  in 
trust  for  the  perpetual  care  of  cemetery  plots,  to  an  amount  not 
exceeding  $300.  Limited  future  estates  and  the  interests  therein 
are  to  be  taxed  upon  the  basis  of  present  value,  instead  of  treating 
the  immediate  tenant  as  if  he  had  received  an  estate  in  fee,  with 
a  further  computation  and  adjustment  of  the  tax  at  the  termination 
of  the  life  estate  and  annuity.  A  further  amendment  makes  the 
personal  property  owned  by  non-resident  decedents  coming  within 
the  taxing  jurisdiction  of  the  state  liable  to  a  transfer  tax  of  2% 
instead  of  the  former  semi-succession  tax  at  graded  rates.  This 
makes  it  possible  for  the  executor  to  complete  the  determination 
of  the  transfer  tax  at  once. 

Indiana  requires  the  proceeds  of  the  inheritance  tax  to  be  paid 
into  the  general  fund  of  the  state.  Formerly  it  was  paid  into  the 
state  highway  fund.  Michigan  amends  the  inheritance  tax  law 
by  providing   that  property  transferred   within   two  years,   except 
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in  case  of  a  bona  fide  sale  prior  to  death  of  decedent,  shall  be 
deemed  to  have  been  made  in  contemplation  of  death.  The  ex- 
emption for  relatives  of  the  first  and  second  degree  is  increased 
from  $2,000  to  $3,000,  and  for  a  wife  from  $5,000  to  $10,000.  The 
former  fiat  rate  of  one  per  cent  on  all  amounts  above  the  exemp- 
tion is  changed  to  graduated  rates. 

IMontana  reduced  the  rates  on  property  passing  to  an  uncle, 
aunt,  or  first  cousin  and  to  collateral  heirs.  The  exemption  for- 
merly allowed  these  two  classes  is  abolished.  The  widow's  exemp- 
tion is  increased  from  $10,000  to  $17,500,  and  $5,000  exemption  is 
allowed  to  the  husband  of  the  decedent.  North  Dakota  exempts 
from  the  inheritance  tax  all  moneys  and  credits  such  as  promissory 
notes,  certificates  of  deposit,  mortgages  and  other  money  and 
credits  belonging  to  estates  of  deceased  non-residents. 

New  Hampshire  changes  from  a  graded  to  a  flat  rate  of  2%  on 
property  passing  to  heirs  of  the  first  class.  A  new  class  includes 
the  brother,  sister,  nephew  or  niece,  taxed  at  a  flat  rate  tax  of  6%. 
A  flat  rate  tax  of  10%  is  also  laid  on  property  passing  to  collateral 
heirs.  The  former  rate  was  5%.  Ohio  provides  that  it  will  not 
impose  an  inheritance  tax  on  property  bequeathed  to  any  institu- 
tion of  learning  in  any  other  state  of  the  United  States,  if  such 
other  state  does  not  impose  an  inheritance  tax  on  a  bequest  made 
to  an  institution  of  learning  within  the  State  of  Ohio.  Pennsyl- 
vania allows  an  additional  deduction,  when  ascertaining  the  clear 
value  of  an  estate,  of  the  expenses  of  the  burial  of  the  decedent 
and  of  erecting  suitable  monuments. 

Rhode  Island  provides  an  additional  tax  at  the  rate  of  2%  upon 
all  or  any  part  of  each  estate  devised,  bequeathed  or  conveyed  in 
such  a  manner  that  it  becomes  necessary  to  postpone  the  assess- 
ment of  taxes  until  the  person  entitled  to  such  property  shall  come 
into  beneficial  enjoyment  or  possession  of  the  same.  Texas  re- 
pealed its  former  inheritance  tax  law  and  enacted  a  new  one.  Five 
classes  of  beneficiaries  are  noted.  The  tax  rates  on  each  class  are 
graduated  or  progressive,  and  each  class  carries  exemptions. 

Washington  made  material  changes  in  the  graded  rates  on  in- 
heritances passing  to  descendants  of  the  various  classes.  Wis- 
consin reduces  the  exemption  allowed  widows  on  property  received 
by  inheritance  from  $25,000  to  $15,000. 

Public  Utilities 

Arkansas  empowers  its  railroad  commission  to  assess  public  ser- 
vice companies  of  various  kinds.  Connecticut  authorizes  the  state 
board  of  control  to  abate  in  whole  or  in  part  the  taxes  of  any 
electrical  street  railway  company  in  the  hands  of  a  receiver,  when 
such  company,  while  in  receivership,  fails  to  earn  the  amount  of 
the  tax  due  the  state  and  its  operating  expenses.     Massachusetts, 
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by  a  new  provision,  allows  a  foreign  telephone  company  to  request 
a  determination  of  the  value  of  its  corporate  franchise  subject  to 
taxation  in  the  commonwealth  by  a  method  other  than  the  "  statu- 
tory method."  Massachusetts  authorizes  cities  and  towns  to  con- 
tribute toward  the  cost  of  street  railway  service,  in  order  to  avoid 
a  reduction  or  discontinuance  of  service.  They  may  enter  into 
an  agreement  with  a  company  to  pay  part  or  all  of  any  excess  of 
the  cost  of  the  service  on  the  lines  within  the  city  or  town  above 
the  amount  of  the  receipts.  The  maximum  contribution  for  a  city 
is  $1  and  for  a  town  $2  on  each  $1,000  of  the  assessed  valuation  of 
such  place. 

Missouri  subjects  electric  power  and  light  companies,  electric 
transmission  lines  and  oil-pipe  lines  to  franchise  and  property 
taxes.  North  Dakota  imposes  an  annual  gross  earnings  tax  of  6% 
for  state  purposes  on  certain  freight  line  and  car  equipment  com- 
panies which  are  made  exempt  from  all  other  taxation.  Washing- 
ton, in  a  new  law,  provides  for  a  tax  of  5%  on  the  gross  receipts 
which  any  city  or  town  receives  from  the  sale  of  any  electric  light, 
power,  current  or  energy  to  another  city  or  town,  governmental 
agency,  person  or  corporation  outside  its  corporate  limits.  This 
tax  is  for  state  purposes.  The  act  is  to  be  submitted  to  the  people 
for  their  ratification  at  the  next  general  election  in  1924.  Wyoming 
provides  for  the  valuation  and  assessment  of  the  property  of  tele- 
phone and  telegraph  companies.  The  act  does  not  apply  to  assess- 
ments of  the  property  of  telephone  and  telegraph  companies  on 
incorporated  towns,  cities  or  villages. 

Corporations 

Arkansas  provides  that  corporations  doing  a  mortgage  loan 
business  shall  state  the  proportion  of  the  loans  made  within  the 
state  to  the  total  loans  made  for  the  year  and  that  the  franchise 
tax  shall  be  calculated  upon  the  capital  stock  of  such  corporation 
in  like  proportion,  at  the  rate  of  one-tenth  of  one  per  cent.  This 
state  also  provides  that  corporations  which  have  failed  for  the 
past  three  years  to  file  the  annual  franchise  tax  reports  and  pay 
the  annual  franchise  tax  have  forfeited  the  right  to  do  business 
within  the  state.  Connecticut  reduces  the  minimum  tax  to  be  paid 
by  miscellaneous  corporations  from  $20  to  $10.  This  state  also 
permits  insurance  companies,  in  determining  the  value  of  the 
capital  stock  upon  which  a  franchise  tax  is  to  be  paid,  to  deduct 
at  the  cost  price  to  the  company,  state,  municipal,  county  and  fed- 
eral bonds,  notes  and  other  evidences  of  indebtedness,  but  such 
deductions  shall  not  exceed  50%  of  the  whole  value  of  the  capital 
stock  of  the  company  and  the  franchise  tax  payable  shall  be  equal 
to  one-half  of  one  per  cent.  Connecticut  also  re-defines  the  term 
wholesale  mercantile  business  and  the  term  manufacturing.     Anv 
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person,  \vho  does  not  employ  one  or  more  assistants  or  supply 
materials,  shall  not  be  considered  as  being  engaged  in  manufac- 
turing. Itinerants  engaged  in  any  business  which  is  taxable  shall 
be  classified  as  merchants  or  manufacturers,  according  to  the 
nature  of  their  business.  The  tax  commissioner  may  waive  the 
assessment  of  any  tax  where  a  business  has  been  conducted  in  the 
state  for  less  than  30  days  during  the  year. 

Massachusetts  provides  that  the  sale  or  transfer  of  the  assets 
of  a  foreign  business  corporation  situated  in  the  commonwealth 
shall  be  deemed  fraudulent  and  void,  unless  the  commissioner  of 
corporations  has  been  notified  of  the  proposed  sale  and  of  the  price 
and  terms.  The  tax  on  such  corporation  is  to  be  due  and  payable 
at  the  time  when  the  commissioner  is  so  notified.  Massachusetts 
provides  that  if  one  or  more  business  corporations,  whether  do- 
mestic or  foreign,  controlled  through  stock  ownership  by  a  domestic 
business  corporation,  participated  in  the  filing  of  a  consolidated 
return  of  income  for  the  federal  income  tax,  the  state  income  tax 
shall,  at  the  request  of  the  controlling  corporation,  and  with  the 
consent  of  the  tax  commissioner,  be  assessed  upon  the  combined 
corporate  excess  and  net  income,  as  if  all  the  corporations  so  par- 
ticipating were  domestic  business  corporations.  In  this  case  the 
tax  may  be  assessed  to  all  such  corporations  and  collected  from 
any  one  or  more  of  them,  the  same  principle  to  apply  to  corpora- 
tions controlled  through  stock  ownership  by  a  foreign  corporation. 

Michigan  provides  a  reduction  in  the  rate  of  taxation  in  its 
corporate  franchise  tax  law  from  3.5  mills  to  2.5  mills.  The 
maximum  tax  levied  is  increased  from  $10,000  to  $50,000  and  the 
minimum  reduced  from  $50  to  $10.  Missouri  authorizes  corpora- 
tions to  issue  shares  without  nominal  or  par  value  and  pay  a  mini- 
mum fee  of  $25  for  such  privilege.  New  York  exempts  from  the 
franchise  tax  on  business  corporations  those  which  are  engaged  in 
the  business  of  sub-leasing  real  property  held  under  a  lease  for  a 
term  of  20  years  or  more,  by  the  terms  of  which  the  taxes  on  the 
real  property  are  paid  by  the  lessee  corporation,  as  part  of  the 
consideration  for  the  lease.  This  state  further  requires  every  cor- 
poration which  shall  change  shares  with  a  par  value  into  shares 
without  a  par  value  to  pay  a  tax  of  5c.  for  each  share  without  par 
value  resulting  from  such  change  less  one-fortieth  of  one  per  cent 
of  the  par  value  on  the  shares  with  par  value  so  changed. 

North  Dakota  authorizes  the  state  tax  commissioner  instead  of 
the  assessor  to  receive  the  reports  of  corporations  for  tax  purposes. 
The  tax  commissioner  is  to  assess  the  corporate  excess  tax  against 
such  corporations,  at  the  rate  of  the  general  property  tax.  Ohio 
provides  that  before  a  corporation  may  dissolve  or  revoke  its  char- 
ter, it  shall  produce  a  statement  that  all  personal  property  taxes 
have  been  paid  by  it  for  the   current  and  previous  years.     Penn- 
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sylvania  imposes  an  emergency  profit  tax  for  state  purposes  of  one- 
half  of  one  per  cent  upon  corporations  and  limited  partnerships. 
The  tax  is  to  run  for  two  years  and  is  based  upon  net  income. 
Building  and  loan  associations  and  insurance  companies  are  exempt. 
Provision  is  made  for  the  allocation  of  business  done  within  and 
without  the  state. 

Tennessee  has  a  new  law  called  the  corporation  excise  tax. 
This  law  imposes  a  tax  of  3%  upon  the  net  earnings  of  corpora- 
tions and  joint  stock  associations  received  from  business  done 
within  the  state.  Utah  in  order  to  bring  about  a  condition  of  equity 
between  the  small  and  large  corporations,  increased  the  rate  per 
31,000  on  corporations  having  an  authorized  capital  stock  of  more 
than  $500,000.  The  increase  varies  from  10%  to  200%.  West 
\'irginia,  by  an  amendment,  requires  corporations  to  pay  all  license 
taxes  due  the  state  before  making  any  change  in  capital  stock. 
Wyoming  increases  the  filing  fees  of  both  domestic  and  foreign 
corporations.  Domestic  corporations  are  to  pay  fees  based  upon 
the  amount  of  capital  stock,  foreign  corporations  upon  the  portion 
of  the  corporate  capital  property-  and  assets  located  and  employed 
in  the  state. 

Banks 

Maine  provides  that  the  state  board  of  assessors  shall  determine 
the  value  of  all  shares  of  stock  of  any  trust  company  or  national 
bank  located  and  doing  business  in  the  state.  ^Massachusetts,  by  a 
new  provision,  provides  that  banks  whose  shares  are  subject  to 
taxation  shall,  upon  election,  be  taxed  upon  their  net  income,  to  an 
amount  equal  to  12^^%.  New  Hampshire  is  to  tax  national  bank 
stock  at  the  par  value,  less  the  value  of  the  real  estate,  at  the  rate 
of  1%.  This  state  also  permits  a  deduction  of  not  to  exceed  5%  of 
the  deposits  invested  in  acceptances  of  member  banks  of  the  fed- 
eral reserve  system  of  the  kinds  and  maturities  made  eligible  for 
rediscount  or  purchase  by  federal  reserve  banks  and  of  the  amount 
invested  in  the  capital  stock  of  ^national  banks  located  in  the  state. 
New  Hampshire  also  provides  that  no  deduction  from  deposits 
subject  to  tax  on  account  of  real  estate  loans  made  in  New  Hamp- 
shire shall  be  allowed,  if  the  borrower  either  directly  or  indirectly 
pays  a  larger  rate  of  interest  than  5%.  New  Mexico,  by  an 
amendment  to  the  method  of  valuing  shares  of  banks,  provides 
that  the  tax  commission  shall  deduct  the  amount  of  the  bank's  in- 
vestment in  real  estate  to  the  extent  of  the  assessed  value  thereof, 
from  the  aggregate  amount  of  the  capital,  surplus  and  undivided 
profits.  A  further  amendment  provides  that  an  amount  of  surplus 
equal  to  50%  of  the  capital  stock  of  such  bank  shall  not  be  con- 
sidered as  adding  anything  to  the  actual  value  of  such  capital 
stock. 
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Xew  York  imposes  an  annual  tax  of  1%  on  moneyed  capital  in 
competition  with  national  banks.  This  tax  is  in  lieu  of  all  other 
taxes,  state,  county  and  local.  .  The  law  provides  that  every  indi- 
vidual banker  and  private  banker,  every  investor  and  every  person, 
association  or  corporation  other  than  banks  or  trust  companies 
owning  or  as  agent,  trustee,  guardian,  executor  or  administrator, 
holding  moneyed  capital  coming  into  competition  with  national 
banks,  except  shares  of  national  banks  or  of  banks  or  trust  com- 
panies organized  under  the  authority  of  this  state  and  except 
bonds,  notes  or  other  evidences  of  indebtedness  in  the  hands  of 
individual  citizens  not  employed  or  engaged  in  the  banking  or  in- 
vestment business  and  representing  merely  personal  investments 
not  made  in  competition  with  such  business,  shall  be  assessed  and 
taxed  on  the  actual  value  of  such  moneyed  capital  in  the  tax  dis- 
trict where  such  owner  or  holder  resides,  or  if  such  owner  or 
holder  individually  or  as  a  co-partner  is  engaged  in  the  business 
of  banking  or  investment,  then  in  the  tax  district  where  the  place 
of  such  business  is  located,  and  for  that  purpose  such  owner  or 
holder  shall  be  deemed  a  resident  of  such  tax  district.  Certain 
exemptions  are  allowed.  Dividends  from  bank  shares  are  exempt 
from  the  state  personal  and  corporation  income  tax.  Dividends 
from  trust  company  shares  are  exempt  from  income  tax.  The 
exemptions  apply  to  dividends  from  banks  and  trust  companies  in 
this  state  only.  Income  from  moneyed  capital  coming  under  the 
1%  tax  and  dividends  of  corporations  coming  under  this  tax  are 
exempt  from  the  state  income  tax  law.  The  5%  income  tax  on 
foreign  bankers  is  repealed  and  the  capital  of  such  bankers  is 
brought  under  the  1%  tax.  No  deduction  is  allowed  from  the 
actual  moneyed  capital  because  of  personal  indebtedness,  but  allow- 
ance is  made  for  indebtedness  incurred  in  the  acquisition  of  such 
capital  and  moneys  on  deposit  or  securities  pledged  with  the  tax- 
paj-er  shall  not  be  included  in  the  valuation.  The  owners  or 
holders  of  moneyed  capital  are  required  to  report  its  value  as  of 
J\Iay  first  annually  to  the  local  assessors,  giving  in  detail  the  items 
comprising  such  moneyed  capital  and  the  manner  or  method  by 
which  such  value  was  determined. 

North  Dakota  requires  officers  of  banks  or  loan  and  trust  com- 
panies to  file  a  statement  with  the  state  tax  commissioner  and  with 
the  county  auditor,  showing  the  amount  and  number  of  shares  of 
their  capital  stock,  the  value  of  such  shares  of  stock  to  be  deemed 
to  be  the  par  value.  Certain  deductions  of  real  and  personal  prop- 
erty are  permitted  in  arriving  at  the  taxable  value  of  the  shares. 
It  is  made  the  duty  of  the  state  tax  commissioner  to  compute  the 
total  net  taxable  value  of  the  capital  stock  of  each  bank  or  loan 
and  trust  company  and  assess  such  shares,  which  assessment  shall 
be  certified  by  the  tax  commissioner  to  the  county  auditor  of  the 
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county  where  such  bank  or  loan  and  trust  company  is  located. 
The  county  auditor  is  required  to  compute  the  net  taxable  value  of 
each  share  and  assess  the  same,  either  against  the  individual  stock- 
holder or  against  the  bank  or  loan  and  trust  company.  Shares  of 
such  stock  in  banks  or  loan  and  trust  companies,  not  located  in  the 
state  but  owned  in  the  state,  are  not  to  be  listed.  It  is  further 
required  that  all  moneyed  capital,  within  the  meaning  of  section 
5219  of  the  revised  statutes  of  the  United  States,  shall  be  listed 
and  assessed  against  the  owner  or  corporation  at  his  or  its  place 
of  business,  at  the  same  rate  as  state,  national  bank,  loan  and  trust 
company  stock  and  at  the  actual  value  or  at  such  percentage  of 
actual  value  as  may  be  provided  for  the  assessment  of  bank,  loan 
or  trust  company  stock.  Deductions  are  allowed  for  investments 
in  real  estate  and  taxed  personal  property,  in  arriving  at  the  net 
taxable  value  of  such  moneyed  capital.  South  Dakota  provides 
for  the  assessment  of  the  surplus  and  undivided  profits  of  banks 
as  a  credit,  subject  to  the  levy  of  three  mills  on  the  dollar,  instead 
of  capital  stock,  subject  to  the  advalorem  levies  which  apply  to 
tangible  property  in  the  same  taxing  district. 

Assessment 

Connecticut  requires  that  personal  property  shall  be  assessed  in 
the  district  in  which  it  shall  have  been  located  the  better  portion 
of  the  tax  year.  Iowa,  by  a  new  amendment,  requires  warehouse- 
men to  file  with  the  assessor  of  the  locality  in  which  the  ware- 
house is  situated,  a  written  statement  showing  property  in  their 
possession  which  belongs  to  another  and  which  is  subject  to  taxa- 
tion. They  are  required  to  give  the  names  and  addresses  of  the 
persons,  firms  or  corporations  or  estates,  to  which  such  property 
belongs.  In  the  event  that  the  warehouseman  fails  to  give  the 
statement  required,  he  shall  be  deemed  to  be  the  owner  of  all 
property  in  his  possession  and  shall  be  liable  for  the  taxes  thereon. 
Massachusetts  provides  that  the  assessors  of  any  town  in  which 
county  commissioners  hold  land  for  county  tuberculosis  hospitals 
shall  assess  such  land  to  the  count}-  at  the  value  determined  by  the 
commissioner  or  board  of  appeal,  the  tax  bill  to  be  sent  to  the 
county  treasurer  who  shall  pay  the  same,  such  payment  to  be 
deemed  a  part  of  the  cost  of  hospital  maintenance. 

Minnesota  requires  that  all  agricultural  products  in  the  hands 
of  the  producer,  not  held  for  sale,  and  all  agricultural  tools,  imple- 
ments and  machinery  used  by  the  owner  in  any  agricultural  pur- 
suit, shall  be  assessed  at  10%  of  its  full  value. 

In  ^lissouri  the  assessor  is  required  to  add  to  the  assessment  list 
two  new  items — the  number  of  bee  colonies  and  motor  vehicles 
and  their  value.  Xew  York  makes  it  the  duty  of  the  assessors  in 
second  class  cities  to  install  scientific  systems  of  assessment,  with 
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tax  maps,  unit  rules  and  such  other  records  as  may  be  necessary, 
and  to  gather  and  file  useful  arid  available  information  that  apper- 
tains to  the  value  of  property  subject  to  assessment.  North  Dakota 
provides  that  all  property,  real  and  personal,  subject  to  the  general 
property  tax  and  not  exempted  by  law  or  subject  to  any  gross 
sales  or  other  lieu  tax,  shall  be  assessed  at  75%  of  the  full  value 
thereof.  Assessors  and  boards  of  review  are  required  to  assess  all 
taxable  property  at  its  full  and  true  value,  and  the  county  auditor, 
after  equalization  by  the  state  board  of  equalization,  is  required  to 
make  the  computations  necessary  to  reduce  such  value  to  75%. 
Under  the  former  law,  public  utility  property  was  taxable  at  100% 
of  full  value. 

North  Dakota  makes  provision  for  the  licensing  of  range  stock 
or  cattle,  at  the  fixed  place  of  residence  of  the  owner  of  such  herd, 
regardless  of  where  such  herd  of  cattle  may  run  during  the  sum- 
mer months.  Ohio  provides  that  for  withholding  any  taxable 
chattel  from  the  tax  list  or  for  evading  the  making  of  return  of 
any  personal  property  to  the  county  board  of  assessors,  there  shall 
be  added  to  the  regular  tax  a  penalty  of  10%  of  the  value  of  the 
omitted  property  for  the  current  year  and  2%,  of  the  value  of  such 
omitted  property  for  the  preceding  years.  Ohio  also  authorizes 
the  county  auditor  to  add  any  building  or  structure  to  the  list  of 
real  property,  when  he  finds  that  it  has  been  omitted  in  the  assess- 
ment. Ohio,  in  an  amendment  to  the  section  defining  the  term 
"credits,"  provides  that' no  tax,  fee  or  assessment  due  or  to  be- 
come due  to  the  federal  or  state  governments,  or  to  any  political 
subdivision  thereof,  shall  be  taken  into  account  in  making  up  the 
sum  of  the  legal  bona  fide  debts  owing  by  any  person  liable  to  a 
tax  on  credits. 

Oregon  provides  for  an  appeal  to  the  supreme  court  from  the 
decision  of  the  circuit  court  of  the  county  in  the  matter  of  a  re- 
duction of  a  particular  assessment.  Either  party  may  take  such 
an  appeal.  Oregon  also  requires  each  person,  firm  or  corporation 
leasing  or  operating  a  colony  or  colonies  of  bees,  to  furnish  the 
county  assessor  with  a  list  of  the  number  of  such  colonies  and 
their  location,  this  record  to  be  retained  by  the  county  assessor. 
South  Dakota  imposes  a  tax  of  4  mills  on  the  dollar  on  moneys 
and  credits,  effective  in  1924.  Texas,  by  a  new  law,  requires  all 
mercantile  establishments  to  furnish  the  tax  assessor  of  the  county, 
upon  demand,  with  a  verified  copy  of  the  last  inventory  of  stock 
and  its  inventory  value.  Texas  also  requires  those  operating 
warehouses,  cold-storage  or  refrigerating  plants  to  furnish  the 
assessor,  upon  demand,  with  a  list  of  the  property  stored,  and  of 
the  owners,  with  their  residences. 

Utah,  by  an  amendment  to  the  statute  relating  to  the  assessment 
of  transient  live  stock,  provides  that  the  owner,  in  case  such  live 
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Stock  was  disposed  of  by  slaughter  prior  to  July  1st  of  any  taxing 
year,  shall  be  credited  by  the  county  treasurer  with  an  amount 
which  shall  be  in  the  same  proportion  to  the  entire  tax  as  the  time 
remaining  in  the  current  year  after  the  disposal  of  the  said  live 
stock  bears  to  the  whole  year ;  provided,  that  no  credit  shall  be 
made  for  less  than  one-sixth  of  the  entire  tax  due.  Wisconsin,  in 
an  amendment,  provides,  that  in  determining  the  value  of  agricul- 
tural lands  there  shall  not  be  considered  the  element  of  enhance- 
ment of  such  value,  by  reason  of  clearing  such  lands  of  stumps, 
stones  or  growing  timber,  for  a  period  of  three  years  following 
any  such  clearing  completed  before  January  1,  1928. 

^loTOR  Vehicles 

California  imposes  a  license  fee  on  operators  of  motor  vehicles 
engaged  in  transporting  passengers  for  hire.  The  license  is  to  be 
secured  from  the  state  board  of  equalization.  At  the  end  of  each 
quarter  of  the  calendar  year  the  license  may  be  renewed  by  the 
applicant,  upon  paying  to  the  state  comptroller  an  amount  equal  to 
4%  of  the  gross  receipts  from  the  operation  of  such  motor  vehicle 
during  the  preceding  quarter.  It  is  provided  that  there  shall  be 
deducted  from  this  4%  the  amount  of  any  county  or  municipal 
licenses.  The  proceeds  are  to  be  paid  into  the  state  motor  vehicle 
fuel  fund,  one-half  to  be  apportioned  to  the  maintenance  and  re- 
pair of  public  highways  and  the  other  half  to  be  apportioned 
among  the  counties,  in  the  proportion  that  the  number  of  motor 
vehicles  registered  within  each  county  bears  to  the  total  number 
of  motor  vehicles  registered  in  the  state.  The  act  does  not  apply 
to  taxi-cabs,  drays,  transfer  vehicles  not  running  over  regular 
routes,  hotel  busses  and  sight-seeing  motor  vehicles. 

Colorado  provides  that  the  county  clerk  shall  not  issue  a  license 
tag  to  the  owner  of  any  motor  vehicle  of  any  kind  unless  such 
owner  can  furnish  satisfactory  evidence  that  all  taxes  on  such 
motor  vehicle  have  been  paid.  The  county  assessor  is  further 
required  to  place  on  the  tax  rolls  the  name  of  the  owner  of  any 
motor  vehicle  and  the  county  treasurer  in  issuing  a  tax  receipt 
for  the  general  property  tax  on  any  motor  vehicle  shall  issue  to 
the  taxpayer  a  certificate  that  shall  contain  the  name  of  the  tax- 
payer, a  description  of  the  motor  vehicle  and  a  statement  that  the 
taxes  have  been  paid  in  full.  Idaho  increased  the  license  fee  on 
manufacturers  or  dealers  from  $35  to  $60  and  the  fees  for  addi- 
tional sets  of  plates.  This  same  state  also  made  a  general  increase 
in  the  registration  fees  for  passenger  cars,  trucks  and  trailers. 

Illinois,  by  an  amendment,  increased  the  rate  on  motor  vehicles 
weighing  over  12,000  pounds.  A  new  class  of  vehicles  weighing 
over  20,000  pounds  is  added  with  a  fee  of  $150.  A  new  classifi- 
cation is  also  added  for  trailers.     Indiana  makes  a  substantial  in- 
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crease  in  the  registration  fees  of  motor  vehicles.  The  fees  are 
based  on  the  weight  of  the  passenger  cars,  in  addition  to  their 
horse-power  capacity.  The  weight  is  a  new  feature  of  the  law. 
The  registration  fees  on  trucks  or  delivery  cars  are  also  materially 
increased.  A  new  provision  is  made  for  trucks  of  over  7^^  ton 
capacity  and  a  fee  of  $250  is  required. 

Iowa,  in  addition  to  the  regular  license  fees  or  taxes,  requires 
every  motor  carrier  transporting  passengers  or  property  for  hire 
to  pay  a  filing  fee  of  >^c.  per  ton-mile  of  travel  over  and  along 
the  public  highways  for  motor  vehicles  having  pneumatic  tires  and 
of  }4c.  per  ton-mile  for  motor  vehicles  having  hard  rubber  or 
solid  tires.  Provision  is  made  for  figuring  the  ton-mile  of  pas- 
senger as  well  as  freight  travel. 

Minnesota  provides  that  motor  vehicles  for  carrying  passengers 
shall  be  taxed  at  2^%  of  their  value,  formerly  2%,  the  same  to 
apply  to  trucks,  tractors,  trailers  and  semi-trailers.  Certain  mini- 
mum flat  rate  fees  are  established  for  trucks  and  tractors.  Com- 
mercial passenger  busses  are  to  be  taxed  at  10%.  of  their  value  and 
the  minimum  tax  on  such  vehicles  of  over  fifteen  passenger  seat- 
ing capacity  is  $350;  between  five  and  fifteen  passenger  capacity 
the  tax  is  $250.  The  base  price,  for  purposes  of  taxation,  is  de- 
fined for  the  first  year  to  be  the  manufacturers'  list  price;  for  the 
second  year,  10%  from  the  base  price;  for  the  third  year,  20%; 
for  the  fourth  year,  30%;  for  the  fifth  year,  40%;  for  the  sixth 
year,  50%.;  for  the  seventh  year,  60%,  and  70%  for  the  eighth  and 
each  subsequent  year. 

New  Hampshire  provides  a  new  classification.  Formerly  the 
tax  was  a  flat  rate  of  60c.  per  100  lbs.  gross  weight  and  load.  The 
new  rate  is  a  graded  one,  based  on  units  of  100  lbs.,  the  minimum 
rate  being  45c.  per  100  lbs.,  20c.  additional  to  be  added  if  the 
motor  vehicle  is  equipped  with  hard  rubber  tires,  and  40c.  if 
equipped  with  iron,  steel  or  other  hard  tires.  New  Mexico  makes, 
an  increase  of  25%  in  the  fees  of  motor  vehicles  and  trailers 
having  solid  tires. 

North  Dakota  requires  auto-transportation  companies  to  pay  an 
annual  minimum  fee  of  $10.  If  the  seating  capacity  exceeds 
eight  passengers  per  car  a  further  fee  is  to  be  paid,  computed  on 
the  basis  of  50c.  per  passenger  for  such  additional  seating  capacity. 
Cars  used  in  the  transportation  of  property  pay  an  annual  mini- 
mum fee  of  $10  and  a  further  fee  of  $1  for  each  additional  ton  in 
excess  of  3-ton  capacity.  Oregon  provides  that  before  any  for- 
eign licensed  mo-tor  vehicle  trailer  or  semi-trailer  shall  be  operated 
over  the  highways  of  the  state  for  compensation  or  profit  it  shall 
be  registered  and  licensed.  If  such  vehicles  are  to  be  operated  for 
a  period  not  to  exceed  three  months  in  any  year  and  if  such 
vehicle  is  duly  registered  and  licensed  in  any  other  state,  the  owner 
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shall  pay  a  fee  equal  to  one-twelfth  of  the  full  annual  license  fee. 

Texas  changed  the  license  fees  on  passenger  vehicles  from  a 
horsepower  basis  to  a  weight  and  horsepower  basis,  with  four 
classes  of  weight.  The  fee  per  horsepower  is  the  same  for  each 
class,  \7y2C.  On  commercial  motor  vehicles  Texas  formerly  based 
the  fees  on  net  carrying  capacity  and  tire  equipment.  To  these 
are  added  two  new  provisions  covering  weight  and  horsepower. 
Eight  classes  of  weight  are  noted.  The  fee  per  horsepower  is  the 
same  for  each  class — 173^c.  Texas  further  makes  eight  classes 
of  weight  for  trailers  or  semi-trailers  drawn  by  a  commercial 
motor  vehicle  or  tractor.  The  fee  is  based  on  tire  equipment  and 
gross  weight  of  vehicle  and  capacity  load.  Six  classes  of  weights 
are  provided  for  tractors.  Texas  also  provides  that  passenger 
motor  vehicles  operated  for  hire  shall  pay,  in  addition  to  the 
horsepower  and  weight  fee,  a  further  fee  of  $4  for  each  number 
of  passengers  the  motor  vehicle  will  seat. 

Vermont  fixes  the  license  fees  for  automobiles  on  the  basis  of 
Vi^eight.  at  85c.  per  100  lbs.,  with  a  minimum  fee  of  $14,  and  for 
motorcycles  at  $7.50.  This  state  also  requires  that  motor  vehicle 
repairmen  make  application  for  a  certificate  of  registration  to  the 
secretary  of  state  for  a  general  distinguishing  number,  to  be  used 
by  such  repairman  on  any  motor  vehicle  owned  by  him  or  tem- 
porarily in  his  custody  for  purpose  of  trial  or  adjustment,  or  for 
repairs.    The  fees  is  $15. 

Virginia  divides  motor  vehicles  used  for  the  purpose  of  trans- 
porting passengers  into  three  classes  and  taxes  them  at  so  much 
per  passenger  seat,  multiplied  by  the  total  number  of  miles  traveled 
by  the  car.  Certain  minimum  and  maximum  weights  are  fixed  for 
each  class.  Freight-carrying  vehicles  are  also  divided  into  three 
classes,  having  a  minimum  and  maximum  tonnage,  and  taxed  at 
so  much  per  ton  mile,  multiplied  by  the  total  number  of  miles 
traveled.  Motor  vehicles  weighing  over  ten  tons  may  not  be 
licensed. 

Washington  by  a  new  provision  requires  all  auto-transportation 
'companies  to  file  quarterly  statements  with  the  director  of  public 
works,  showing  the  gross  operating  revenue  for  the  preceding 
three  months  or  portion  thereof  and  to  pay  to  such  director  a  fee 
not  to  exceed  1%  of  the  amount  of  such  revenue.  Certain  other 
miscellaneous  fees  are  required.  West  Virginia,  in  a  general  re- 
vision of  its  motor  vehicle  law,  specifies  registration  fees  for  dif- 
ferent classes  and  prescribes  maximum  sizes  and  weights.  Tires 
defined  as  pneumatic  tires  are  favored  under  each  classification 
over  solid  and  metallic  tires. 

Wisconsin  amends  its  motor  vehicle  law  by  basing  the  fee  on 
weights  as  follows:  The  minimum  fee  is  $10  if  the  automobile 
weighs  1600  lbs.  or  less.     If  the  automobile  has  been  operated  dur- 
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ing  five  or  more  calendar  years  preceding  the  registration  year, 
the  secretary  of  state  shall  register  such  automobile  upon  payment 
of  75%  of  the  fee  specified  for  a  car  of  like  weight  which  has  not 
been  so  operated.  Each  motorcycle  shall  pay  a  fee  of  $5,  and  if 
equipped  with  a  side  car  a  fee  of  $8.  Motor  trucks  or  motor 
delivery  wagons  pay  a  fee  based  upon  the  car's  weight.  Passenger- 
carrying  automobiles  or  motor  busses,  having  a  carrying  capacity 
of  more  than  five  persons,  pay  a  fee  equal  to  three  times  the  fees 
specified  for  motor  trucks  of  the  same  gross  weight.  Motor 
vehicles  of  all  kinds  used  in  the  public  service  of  the  state  or  any 
of  its  subdivisions  are  required  to  pay  a  registration  fees  of  $1. 
The  proceeds  of  such  registration  fees  are  paid  25%  to  the  coun- 
ties and  75%  to  the  state,  for  the  use  of  highways  and  bridges. 

Gasoline  Tax 

Probably  the  most  popular  subject  before  the  legislatures  of  the 
various  states  during  the  last  two  years  has  been  the  gasoline  tax. 
As  a  revenue  producer  thirty-six  states  have  considered  it  worth 
while,  leaving  twelve  states  which  have  not  3^et  adopted  this  form 
of  taxation.  States  which  do  not  have  this  tax  are  as  follows : 
Illinois,  Iowa,  Kansas,  Michigan,  Minnesota,  Missouri,  Nebraska, 
New  Jersey,  New  York,  Ohio,  Rhode  Island  and  Wisconsin.  Fif- 
teen states  impose  a  tax  of  Ic.  a  gallon;  fourteen  states,  2c.  a  gal- 
lon; one  state,  2.5c.  a  gallon,  and  six  states,  3c.  a  gallon.  New 
Hampshire,  in  addition  to  the  2c.  tax  per  gallon,  requires  that 
pumps  and  tanks  employed  in  the  distribution  and  sale  of  gasoline 
shall  be  taxed  as  personal  property  in  the  town  where  kept,  and 
Utah,  in  addition  to  the  2.5c.  tax  per  gallon,  requires  that  each 
distributor  and  retail  dealer  shall  pay  a  license  tax  of  $1  for  each 
distributing  station  or  place  of  business  or  agency,  for  each  three 
months  or  fraction  thereof.  The  total  estimated  annual  yield  of 
the  tax,  for  the  36  states  which  have  adopted  it,  amounts  to 
$41,607,835.  The  proceeds  of  this  tax  in  each  state  are,  with  few 
exceptions,  paid  into  the  state  highway  fund  and  as  a  rule  are 
divided  on  a  percentage  basis,  part  for  the  use  of  the  state  and  part 
for  the  use  of  the  counties  for  highway  and  bridge  purposes. 

Severance  or  Mineral  Reserves  Tax 

Arkansas  provides  for  the  payment  of  a  privilege  or  license  tax 
to  be  known  as  a  "  severance  "  tax,  by  each  person,  firm  or  cor- 
poration engaged  in  the  business  of  mining  or  severing  from  the 
soil  or  water  for  commercial  purposes,  such  natural  resources  as 
minerals  and  ores,  pearls,  diamonds  and  other  precious  stones,  oil, 
gas,  coal,  timber  and  other  minerals  and  forest  products.  The 
amount  of  tax  is  2J^%  of  the  gross  cash  market  value  of  such 
natural  resources  produced.     It  is  further  provided  that  producers 
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of  beauxite  shall  pay  a  privilege  tax  of  25c.  per  ton;  producers  of 
coal  a  tax  of  Ic.  a  ton.  and  producers  of  timber  a  tax  of  7c.  per 
1000  feet  board  measure,  on  the  total  stumpage  severed.  The 
special  tax  on  these  three  items  is  in  lieu  of  the  2>4%  tax  laid 
generally  on  severed  products.  These  severance  taxes  are  in  addi- 
tion to  the  general  property  tax. 

Minnesota  lays  a  tax  of  6%  on  the  royalty  received  by  the  owner 
of  any  right,  title  or  interest  in  land  in  the  state  for  his  permission 
to  explore,  mine  and  remove  ore  from  such  land.  The  person 
who  receives  the  royalty  and  the  person  who  pays  are  both  re- 
quired to  make  annual  reports  to  the  state  tax  commission ;  one  of 
the  amount  of  royalty  received,  the  other  of  the  number  of  tons 
mined  and  of  the  amount  of  royalty  paid  and  to  whom  paid. 

Montana  by  an  amendment  provides  for  an  increase  in  the  oil 
license  tax  paid  by  persons  engaged  in  the  production  of  petroleum 
or  other  mineral  or  crude  oil  to  2%.  of  the  gross  value.  The  for- 
mer tax  was  1%.  The  state  board  of  equalization  is  to  determine 
the  gross  value  of  such  oil  products  and  railroad  companies,  pipe 
line  and  transportation  companies  carrying  such  crude  or  mineral 
oil,  are  to  furnish  the  state  board  of  equalization  with  complete 
data  relative  to  shipments.  The  proceeds  of  this  tax  are  divided 
50%  for  school  purposes  and  50%  to  the  general  fund  of  the  state. 
Formerly  the  entire  proceeds  went  to  the  state  general  fund. 

North  Dakota  makes  provision  for  a  levy  of  an  annual  state  tax 
of  3c.  on  each  acre  containing  deposits  of  lignite  coal  and  min- 
erals, where  the  ownership  of  such  coal  and  minerals  has  been 
severed  from  the  ownership  of  the  land.  The  tax  of  3c.  per  acre 
is  to  be  in  lieu  of  all  other  direct  property  taxes  upon  mineral 
reserves,  the  proceeds  to  be  paid  into  the  general  fund  of  the 
state.  Texas  increases  the  occupation  tax  on  the  production  of 
oil  from  1^^%  to  2%  of  the  average  market  value.  Texas  also 
provides  for  the  payment  of  a  state  occupation  tax  on  the  mining 
or  production  of  sulphur,  equal  to  2%  of  the  average  market  value. 

Forest  Taxation 

Connecticut  in  a  new  law  provides  that  the  state  forester  shall 
submit  annually  to  the  assessors  of  each  town  in  which  the  state 
has  any  forest  land  a  statement  of  the  kind  and  quantity  of  wood 
and  timber  cut  from  such  forest  land  and  sold  at  a  profit  by  the 
state  during  the  preceding  year.  The  assessors  are  required  to 
compute  the  value  of  such  wood  and  timber  on  the  stump.  The 
state  forester  shall  pay  a  tax  of  5%  on  the  value  so  computed  by 
the  assessors  and  in  addition  a  tax  on  any  state  forest  land  located 
in  any  town,  based  on  the  value  of  the  land  without  regard  to  any 
trees  grown  thereon. 

New  Hampshire  authorizes  any  town  in  which  national   forest 
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reserves  are  situated  to  make  annual  application  to  the  state  tax 
commission  for  an  abatement  of  its  portion  of  the  state  tax,  to  an 
amount  not  exceeding  one-half  of  the  taxes  which  the  town  might 
have  received  on  such  lands,  had  the  same  been  taxable.  The  tax 
commission  is  to  give  a  hearing  and  to  certify  the  amount  of  such 
abatement  to  the  state  treasurer,  who  shall  account  to  such  town 
for  the  abatement.  The  county  commissioners  are  authorized  to 
abate  any  portion  of  the  county  taxes,  not  to  exceed  one-half. 
New  Hampshire  further  provides  that  an  owner  of  forest  land 
may  have  not  to  exceed  50  acres  classified  as  forest  land,  if  it  has 
a  value  for  land  and  young  growth,  exclusive  of  fuel  wood,  of  not 
more  than  $25  per  acre  on  the  average  and  is  so  stocked  with 
young  trees,  or  is  to  be  set  to  young  trees,  as  to  promise  a  mini- 
mum prospective  average  yield  of  25,000  board  feet  of  merchant- 
able timber  per  acre.  In  assessing  the  annual  tax  upon  such  classi- 
fied land,  the  value  of  forest  trees  growing  thereon  shall  not  be 
included,  but  the  owner  shall  pay  a  tax  thereon  at  the  same  rate 
and  valuation  as  other  cut  timber  of  the  same  class  is  taxed  and 
valued.  Buildings  and  other  improvements,  water  or  mining 
rights,  on  such  classified  land  shall  be  taxed  as  real  estate  with 
the  land  on  which  they  stand. 

New  York  provides  that  the  assessment  rolls  in  the  forest  pre- 
serves and  in  certain  towns  shall  have  appended  thereto  a  state- 
ment which  shall  show  what  lands  are  forest  and  what  state  lands. 
The  state  tax  commission  is  to  fix  a  date  between  July  first  and 
August  10th  in  each  year,  when  it  shall  meet  with  the  assessors 
of  such  towns  for  the  purpose  of  examining  the  assessment  rolls 
and  hearing  complaints  on  the  part  of  the  state,  with  respect  to 
assessments  on  such  state  lands.  After  the  examination  by  the 
representatives  of  the  tax  commission  and  the  assessors,  the  latter 
shall  fix  the  value'  of  the  state  lands  with  the  approval  of  the  tax 
commission. 

Miscellaneous 

Georgia  imposed  a  tax  upon  cigar  and  cigarette  dealers  of  10% 
of  the  retail  price,  in  lieu  of  the  present  license  tax  on  such 
dealers.  Idaho  repealed  the  county  dog  tax  law.  Indiana  declares 
dogs  to  be  personal  property  and  to  be  subject  to  taxation  at  their 
full  cash  value.  Missouri  authorizes  the  levy  of  an  annual  tax  of 
2c.  on  the  $100  valuation  of  taxable  property  in  the  state,  to  pro- 
vide a  fund  for  the  payment  of  pensions  to  the  deserving  blind  of 
21  years  of  age  or  over,  residents  of  the  state  of  Missouri  for  ten 
consecutive  years  prior  to  application  for  pension.  The  amount 
of  the  pension  is  $300  a  year.  A  blind  person  is  not  entitled  to 
such  pension  if  in  receipt  of  an  annual  income  of  $600,  or  if  he 
owns  or  has  an  interest  in  property  of  the  value  of  $5,000  or  more, 
or  if  he  -lives  with  a  husband  or  wife  who  is  not  blind.    The  state 
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auditor  keeps  the  blind  pension  roll.  Nevada  provides  that  phar- 
macies, desiring  to  fill  prescriptions  for  liquor,  shall  make  appli- 
cation to  the  state  board  of  revenue  for  a  license  and  pay  a  fee  of 
$10  therefor.  In  addition  to  this  license,  each  pharmacy  is  re- 
quired to  pay  on  the  last  day  of  March,  June,  September  and  De- 
cember of  each  year  the  sum  of  50c.  for  each  and  every  liquor 
prescription  filled  during  the  three  months  preceding.  North 
Dakota  provides  a  method  for  placing  taxing  districts  upon  a 
cash  basis.  Provision  is  made  for  making  short-time  borrowings. 
No  warrants  shall  be  issued  in  excess  of  cash  on  hand.  The  in- 
curring of  indebtedness  in  excess  of  anticipated  revenues  is  pro- 
hibited. The  county  treasurer  is  made  custodian  of  the  sinking 
funds  of  all  taxing  districts  and  all  bond  issues  are  required  to  be 
registered  in  the  office  of  the  county  auditor.  Oregon  requires 
the  payment  of  a  tax  of  J^c.  per  barrel  on  each  barrel  of  oil 
marketed  by  the  owner,  lessee  or  operator  of  every  producing  oil 
well,  the  tax  to  be  paid  monthly  into  the  county  treasury  of  the 
county  in  which  well  is  located. 

South  Carolina  imposes  a  stamp  tax  of  5c.  on  each  $100  of  face 
value  or  fraction  thereof  of  all  bonds,  debentures  or  certificates  of 
indebtedness  issued  by  any  corporation  or  person,  renewals  to  be 
taxed  the  same  as  new  issues.  This  act  also  imposes  a  tax  of  5c. 
on  each  $100  of  the  face  value  or  fraction  thereof,  of  the  original 
issues  of  stocks,  on  organizations  or  re-organizations.  Certificates 
of  no  par  value  are  taxed  at  5c.  on  each  $100  of  actual  value  or 
fraction  thereof.  Capital  stock  transfers  are  taxed  at  2c.  on  each 
$100  of  face  value  and  at  2c.  on  certificates  of  no  par  value. 
Promissory  notes,  except  bank  notes,  for  circulation,  pay  a  tax  of 
2c.  on  each  $100  or  fraction  thereof.  This  tax  applies  also  to 
renewals  of  such  notes.  Instruments  conveying  or  transmitting 
realty,  proxies,  powers  of  attorney,  etc.,  are  also  taxed. 

South  Dakota  repeals  its  registry  tax  on  mortgages  and  requires 
the  listing  of  real  estate  mortgages  secured  by  lands  within  the 
state.  South  Dakota  also  requires  every  person,  firm  or  corpora- 
lion  selling  cigars  or  cigarettes  or  cigarette  papers  in  the  state  to 
secure  an  annual  permit  from  the  state  food  and  drug  commis- 
sioner and  pay  a  mulct  tax,  'ranging  from  $5  to  $20,  the  amount 
depending  upon  the  location  of  the  place  of  such  business.  In 
addition  to  the  foregoing  license  tax  there  is  laid  a  sales  tax  on 
each  package  or  book  containing  cigarette  papers  or  tubes. 

Utah  imposes  an  annual  license  for  the  sale  of  tobacco  and 
cigarettes.  The  permit  is  to  be  obtained  from  the  treasurer  of  the 
county,  city  or  town  where  the  business  is  located.  The  fee  is 
graduated,  depending  upon  the  size  of  the  city.  In  addition,  the 
person  so  licensed  is  required  to  pay  to  the  state  treasurer  taxes 
based  upon  each  cigarette  sold  and  upon  cigarette  papers  or  wrap- 
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pers  or  tubes.  Utah  also  provides  for  the  levy  of  a  tax  of  3  mills 
on  the  dollar  on  all  hogs,  based  on  their  assessed  valuation.  The 
proceeds  are  to  be  covered  into  the  hog  cholera  control  fund,  to  be 
paid  out  on  the  order  of  the  state  board  of  agriculture.  The  fund 
is  to  be  used  for  the  purpose  of  controlling  the  hog  cholera  disease. 

Secretary  Holcomb:  I  think,  gentlemen,  that  covers  the  spots 
that  I  thought  might  possibly  interest  you.  I  take  it,  if  you  have 
any  questions,  you  will  ask  them  now. 

Mr.  Philip  Zoercher:  Mr.  Chairman,  I  should  like  to  make 
one  suggestion  in  reference  to  Indiana.  It  is  said  that  Indiana 
will  vote  on  the  income  tax  in  the  present  year.  The  last  legisla- 
ture adopted  that  kind  of  a  resolution,  but  it  must  be  submitted  to 
the  next  regular  session  of  the  legislature,  which  will  be  in  1925, 
and  if  it  is  carried,  then  it  will  be  voted  on;  but  if  not,  it  cannot 
be  voted  on  until  it  is  submitted  to  a  special  election  in  1926. 

Secretary  Holcomb  :  I  remember  that  he  states  that  it  must  be 
submitted  to  two  legislatures;  but  I  did  not  read  that  part  of  it.  I 
was  cutting  this  down  all  I  could. 

Are  there  any  other  criticisms  or  suggestions  ? 

Mr.  J.  A.  Zangerle:  As  to  Ohio,  in  the  matter  of  changing  from 
the  county  system  of  taxation,  the  function  of  assessing  was  turned 
over  to  a  board  of  assessors,  consisting  of  three  officials,  as  you 
named  them,  but  that  legislation  is  now  in  the  hands  of  the  supreme 
court  and  the  probability  is  that  there  will  be  a  referendum  on  it, 
as  well  as  on  some  other  legislation.  So  that  that  may  not  be 
the  law. 

Secretary  Holcomb  :  I  am  very  glad  to  make  a  note  of  that, 
Mr.  Zangerle. 

Chairman  Adams  made  various  announcements  and  declared  the 
meeting  adjourned. 

Adjournment 
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Chairman  Adams:  Mr.  Douglas  Sutherland,  Secretary  of  the 
Civic  Federation  of  the  city  of  Chicago,  who  has  long  been  inter- 
ested not  only  in  general  matters  of  taxation  and  public  expendi- 
ture but  in  tax  subjects  in  general,  will  preside  at  this  morning's 
session.     Mr.  Sutherland. 

Mr.  Sutherland  took  the  chair. 

Chairman  Sutherland:  Mr.  Chairman  and  Gentlemen  of  the 
conference :  We  have  with  us  this  morning,  to  lead  in  the  discus- 
sion of  this  important  subject,  a  gentleman  who  has  made  a  signal 
success  in  the  administration  of  land  valuation  for  the  purposes  of 
taxation  in  the  city  of  Cleveland  —  the  Hon.  John  A.  Zangerle, 
county  auditor  of  Cuyahoga  County,  Ohio.  Without  further  pre- 
liminaries, except  to  call  your  attention  to  the  rules  read  last  eve- 
ning as  to  the  limitation  of  time,  I  shall  endeavor  to  follow  and 
enforce  the  rules  impartially,  so  that  we  may  expedite  the  discus- 
sion and  give  as  many  as  possible  an  opportunity  to  participate. 

It  now  gives  me  great  pleasure  to  present  to  you  Mr.  Zangerle, 
whose  paper  I  know  will  be  interesting  to  all  of  us.  I\Ir.  Zangerle. 
(Applause) 

Mr.  J.  A.  Zangerle  :  Mr.  Chairman,  Ladies  and  Gentlemen : 
The  chairman  has  introduced  me  as  coming  from  "  Cayhoga " 
County,  or  something  of  that  kind.  In  view  of  the  fact  that  our 
count}'  is  called  "  Cyahoga  "  (laughter),  and  in  view  of  the  fact 
that  the  aggregate  assessment  value  of  both  real  and  personal  prop- 
erty in  Cuyahoga  County  is  more  than  that  of  the  State  of  \A>st 
Virginia,  and  in  view  of  the  fact  that  we  appraise  more  property 
for  inheritance  tax  purposes  and  get  more  taxes  out  of  the  state 
inheritance  tax  than  does  the  entire  State  of  West  Virginia,  I  feel 
that  I  should  add  just  a  word  to  the  eloquent  tribute  made  by  the 
Governor  of  West  Virginia  and  say  that  we  must  not  forget  that 
Cuyahoga  County  is  also  on  the  map.     (Laughter  and  applause) 

Incidentally,  I  should  say  that  Cuyahoga  County  ranks,  in  point 
of  taxable  property,  about  thirteenth  among  the  states  of  the  union. 
Of  course,  a  good  deal  of  our  property  is  personal  property,  but  we 
take  great  credit  in  making  the  personal  propertv  at  least  a  delec- 
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table  system  or  a  satisfactory  system  with  a  great  many  people,  if 
not  with  all. 

In  order  to  avoid  unnecessary  duplication  of  statement  and  in 
order  to  get  as  many  points  before  you  for  discussion  as  possible, 
which,  I  take  it,  is  the  important  thing  this  morning — the  discussion 
being  always  more  interesting  and  bringing  out  more  sidelights 
and  side  issues  than  the  paper  itself— I  shall  read  as  quickly  as  I 
can  some  of  the  more  formal  statements  that  I  have  made. 

REAL  ESTATE  ASSESSMENTS  IN  CITIES 

JOHN    A.    ZANGERLE 
County  Auditor,  Cuyahoga  County,  Ohio 

Importance 

Real  estate  constitutes  the  base  of  from  two-thirds  to  four-fifths 
of  all  local  and  state  revenues  in  the  United  States.  It  constitutes 
directly  and  indirectly  a  very  large  part  of  the  base  under  the 
federal  inheritance,  federal  income  and  state  inheritance  taxes. 
The  taxation  of  real  estate  is  by  all  odds  the  most  important  fea- 
ture of  our  American  tax  system. 

And  yet  the  assessing  of  real  estate  has  been  given  less  con- 
sideration, is  more  bungled  and  perfunctorily  administered,  I  be- 
lieve, than  any  other  function  of  state.  The  elected  assessor  is 
generally  regarded  the  least  important  officer  on  the  ticket,  the 
nominee — any  cripple  needing  a  job,  the  salary  less  than  that  of  a 
common  laborer,  the  position  generally  at  the  bottom  of  a  partisan 
ticket — there  to  take  pot-luck  with  the  head  of  the  ticket.  Even 
in  Ohio,  after  the  county  unit  system  has  been  in  vogue  many 
years,  the  legislature  a  few  months  ago  decentralized  the  function 
and  lodged  it  in  an  ex-officio  board,  consisting  of  three  elected 
county  officials,  the  object  being  to  divide  and  secrete  the  respon- 
sibility. 

The  taxpayer  is  generally  little  concerned  with  the  equities  of 
the  tax  burden  or  the  administration  thereof.  He  is  primarily  con- 
cerned with  his  own  particular  tax  bill  and  not  at  all  with  the 
other  fellow's  assessment,  totally  oblivious  of  the  fact  that  where 
any  taxpayer  is  favored,  the  other  taxpayer  will  probably  get  the 
same  or  perhaps  greater  immunity,  favor  or  discrimination;  thus 
resulting  in  an  increase  in  his  own  particular  tax  burden. 

This  unconcern  of  the  taxpayer  with  the  general  problem  per- 
mits the  assessor  generally  to  assess  in  a  haphazard,  hit-and-miss, 
guess  method.  The  taxpayer,  knowing  of  no  system  nor  of  the 
employment  of  uniform  methods,  strikes  out  blindly  against  the 
assessor  and  seeks  avoidance  of  his  tax  burden  through  under- 
assessments or  abatements.     Where  no  system  is  employed  great 
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opportunity  for  graft  and  corruption  with  little  chance  of  detec- 
tion is  afforded  and  favoritism  prevails.  "  Government  by  men 
and  not  by  law  "  is  instituted. 

The  steadily  mounting  tax  rates  and  tax  burden,  however,  is 
awakening  taxpayers  to  the  need  for  closer  attention  to  this  most 
vital  function  of  government.  Discriminating,  inequitable  assess- 
ments become  doubly  odious  as  the  tax  burden  increases.  The 
higher  the  tax  rate  the  more  difficult  it  becomes  to  tax  other  forms 
of  propert}-,  especially  intangible  property. 

To  secure  proper  results,  the  assessor  should  seek  to  substitute 
system  for  caprice,  standards  in  place  of  guesses.  He  should  seek 
to  instill  in  the  minds  of  taxpayers  that  real  estate  assessing  in- 
volves a  cooperative  and  civic  duty  rather  than  the  exercise  of  an 
autocratic  function  by  the  assessor,  supported  by  large  outlay  of 
public  funds  as  compensation  to  experts.  In  this  way  hundreds  of 
thousands  of  dollars  may  be  saved. 

A  taxing  system  can  be  no  better  than  the  intelligence  and  con- 
science of  the  taxpayers  in  general  understand  and  sanction. 
Hence,  the  public  should  be  educated  to  the  problems  and  troubles 
of  the  assessor. 

Uniform  vs.  Particular  Assessment 

The  first  important  question  confronting  every  public  appraiser 
is  whether  to  appraise  on  a  uniform  or  on  a  particular  basis.  The 
appraiser  may  seek  the  many  conflicting  evidences  of  value  of  land 
or  buildings  and  adopt  some  safe,  sane  and  conservative  inter- 
mediate value;  or  he  may,  as  heretofore  has  usually  been  done, 
appraise  each  site  or  building  on  the  sales  price  or  rentals,  irre- 
spective of  general  values.  This  latter  method  involves  friction, 
complaint,  dissatisfaction  and  lack  of  uniformity. 

The  assessor  should  appraise  the  land  at  its  present  fair  selling 
value  and  the  building  on  a  reproductive,  less  depreciation,  basis. 
He  must  compromise  boom  building  and  land  values  with  normal 
values.  He  should  not  take  the  peak  value,  nor  go  to  the  other 
extreme  and  take  the  low  value.  The  former  would  work  an  in- 
justice to  the  owner  and  the  latter  would  work  an  injustice  to  the 
state  in  the  loss  of  taxes. 

From  any  viewpoint,  it  is  highly  desirable  that  some  uniform 
method  be  adopted  and  that  particularity  of  appraisement  be.  as  far 
as  possible,  avoided.  Xo  greater  asset  accrues  to  an  appraiser  than 
uniformity  in  appraisal.  Nothing  so  discourages  complaint.  On 
the  other  hand,  from  the  standpoint  of  the  public,  nothing  so 
stimulates  resentment,  revolution  and  rebellion  as  a  feeling  of  dis- 
crimination or  favoritism  in  assessment.  The  greatest  asset  of 
merchant,  manufacturer  or  real  estate  owner  is  his  sense  of  secur- 
ity in  the  enjoyment  of  equality  of  appraisement  with  his  neighbor. 
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His  greatest  burden  is  the  suspicion  that  others  are  getting  special 
consideration.  Of  what  aA'-ail  is  it  to  the  merchant,  for  example, 
to  be  appraised  at  90%  or  to  get  a  rebate  of  10%  when  his  com- 
petitor is  appraised  at  80%  or  gets  a  20%  depreciation?  Only  in 
the  line  of  uniformity  lies  the  duty  of  the  appraiser.  For  tax  pur- 
poses it  matters  little  whether  all  property  is  appraised  at  20%, 
50%,  100%,  or  125%  of  its  true  value.  But  it  matters  greatly  if 
there  is  discrimination  or  even  suspicion  thereof.  The  appraiser, 
therefore,  has  an  extraordinary  opportunity  for  rendering  highly 
constructive  or  destructive  service  to  the  community  and  public 
morals. 

Maps  Necessary 

It  is  also  exceedingly  important,  indeed  it  is  necessary,  that  there 
be  maps  showing  the  size  and  dimensions  of  each  ownership,  the 
date  of  purchase,  the  name  of  each  ownership  and  former  owner- 
ship, showing  the  original  lot,  subdivision  and  sublot.  Where 
such  maps  are  not  available  on  the  plea  of  a  lack  of  funds,  regis- 
tration fees  should  be  resorted  to,  which,  by  the  way,  are  far 
heavier  in  European  countries  than  in  the  United  States. 

In  addition  to  such  office  maps,  the  ownership  of  property  in 
every  taxing  district  should  be  alphabetically  arranged  in  each 
taxing  district,  so  that  any  person  may  discover  what  property  may 
be  owned  by  any  particular  person,  when  it  was  purchased,  who 
the  neighboring  owner  may  be  and  what  the  assessed  value.  This 
information  is  valuable  for  merchants,  realtors,  bankers  and  tax- 
payers in  general.  It  permits  easier  comparison  of  assessments  and 
thus  tends  towards  greater  criticism  and  discovery  of  errors  and 
inequalities.  Cards  taken  from  the  alphabetical  list  should  be  pre- 
pared, giving  district,  original  lot,  sublot,  street,  number  of  feet  or 
acres.  The  cards  may  then  be  checked  to  the  white  prints  of  the 
detailed  maps  which  will  show  the  final  unit  values  on  the  given 
streets.  After  figuring  the  land  and  building  values,  they  should 
be  entered  on  cards  as  to  each  parcel  so  that  comparisons  may  be 
easily  made,  errors  may  be  more  easily  discernible,  and  omissions 
checked. 

Laxd  Assessments 

Outline  maps  should  be  prepared  showing  no  individual  lot 
ownerships,  but  showing  blocks  and  street  intersections  and  gen- 
eral designations  only.  These  would  not  be  drawn  to  a  scale  and 
would  have  for  their  purpose  informing  the  taxpayer  as  to  the 
location  of  his  proper  street  block.  With  these  outline  maps, 
which  may  be  prepared  by  the  layman,  it  is  desirable  that  the  most 
valuable  property  be  first  appraised.  It  is  advisable  that  the  county 
assessor  submit  copies  of  such  district  map  to  the  best  realtors  and 
bank  appraisers,   who  may  place  a  unit  value  within  the  appro- 
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priate  street  lines  and  blocks.  If  such  realtor  is  not  accustomed 
to  the  unit  value  of  calculation,  he  may  fix  a  price  for  the  prevail- 
ing depth  of  the  given  block  and  street.  In  such  case,  it  would  be 
necessary  for  the  county  assessor  to  reduce  the  given  figures  to  a 
unit  basis.  Having  these  reports  the  assessor  might  strike  an 
average  to  secure  a  composite  opinion  and  then  accept  the  same 
or  add  or  deduct  as  he  may  see  fit.  Such  result  should  be  given 
the  widest  newspaper  publicity  as  a  tentative  appraisal,  subject 
to  a  general  taxpayers'  hearing  at  a  fixed  date.  If  possible  the 
map  of  the  more  important  districts  should  be  printed  in  the 
daily  newspaper  of  largest  circulation.  After  the  units  on  the 
most  valuable  districts  have  been  fixed,  other  contiguous  districts 
should  be  handled  in  the  same  manner,  and  a  hearing  be  had  as  to 
each  district  on  a  particular  day. 

In  addition  to  newspaper  publicity,  maps  of  the  different  dis- 
tricts should  be  printed  with  unit  values  and  distributed  to  each 
grocer,  druggist,  barber,  merchant,  manufacturer  and  householder. 
Appropriate  tables  should  also  be  printed  instructing  the  taxpayer 
how  to  calculate  his  tax  valuation  from  the  units  submitted  and 
with  the  further  directions  that  complaints  be  forthwith  submitted. 

As  to  adjacent  villages,  it  has  been  our  custom  to  allow  the 
municipal  council  and  school  board  members  to  select  an  honorary 
committee  of  three  who  function  as  a  Board  of  Assessors  and 
Board  of  Complaints.  This  board,  composed  generally  of  men 
who  would  scoft'  at  public  office,  and  who  serve  without  compensa- 
tion, appoints  an  appraiser  who  becomes  a  deputy  county  assessor. 
After  receiving  appropriate  maps  and  descriptions,  he  takes  his 
instructions  from  the  county  assessor.  It  is  necessarj^  before  he 
proceed  that  he  get  outline  maps  showing  the  average  values  for 
a  standard  lot  or  farm  of  a  given  frontage  and  depth  with  normal, 
topographical,  geological  and  fertility  conditions,  to  the  end  that 
there  may  be  correspondence  as  far  as  possible  of  his  proposed 
assessments  with  adjacent  city,  village  or  township  assessments. 
After  appraisal,  each  owner  is  notified  of  his  or  her  appraised 
value  with  a  request  that  complaints  be  filed  with  the  local  Board 
of  Assessors,  which  then  functions  as  a  Board  of  Complaints,  and 
later  submits  corrected  listings  for  the  auditor's  acceptance  or 
modification. 

Village  property  frequently  depends  so  much  on  topographical 
and  soil  conditions  that  it  will  be  advantageous  to  leave  assessments 
as  largely  as  possible  to  local  authorities  enjoying  the  fullest  re- 
spect of  the  community.  Only  in  this  way  will  real  estate  assess- 
ments become  popularized.  At  the  same  time,  to  insure  as  great  a 
uniformity  as  possible,  it  is  advisable  that  the  local  deputy  assessor 
appointed  in  the  manner  indicated  should  function  to  secure  the 
fullest  information  as  to  neighboring  conditions,  land  and  building 
factors,  which  the  countv  assessor  alone  can  impart. 
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Details  of  standards  of  assessment,  such  as  long  and  short  lots, 
corners,  triangles,  as  to  retail,  mercantile,  manufacturing  and  rail- 
road property,  would  extend  this  paper  to  undue  lengths.  This 
detail  is  set  forth  in  book  form.  Suffice  it  to  say,  wherever  possible 
the  assessor  should  classify  and  standardize  real  estate,  treating 
similar  property  alike,  to  the  end  that  he  lose  discretion  as  to  the 
amount  of  individual  assessments,  and  that  the  taxpayer's  assess- 
ment become  merged  into  a  general  scheme  of  assessments.  Much 
of  the  confusion  of  value  is  caused  by  insufficient  standardization. 
When  it  is  borne  in  mind  that  the  square  foot  value  of  a  lot  twenty- 
five  feet  deep  is  worth  four  times  the  square  foot  value  of  a  lot 
one  hundred  feet  in  depth  and  seven  times  as  valuable  as  the 
square  foot  value  of  a  lot  two  hundred  feet  deep ;  when  it  is  borne 
in  mind  that  a  square  foot  of  a  corner  lot  may  be  worth  forty-four 
times  as  much  as  the  square  foot  directly  on  the  corner  200x200 
feet,  it  becomes  evident  that  square  foot  values  are  not  comparable 
and  that  a  standard  of  depth  both  for  capital  value  and  rentals  is 
absolutely  necessary.  Failure  to  so  standardize  explains  the  great 
variation  of  expert  testimony. 

The  advantages  of  greater  standardization  are,  then,  that  the 
owner  learns  that  uniformity  of  methods  is  applied  and  individual 
favoritism  is  impossible.  The  taxpayer  discovers  that  things  are 
conducted  "  on  the  square."  It  produces  an  equalization  which 
is  impossible  of  attainment  after  an  assessment  is  improperly 
planned  and  completed.  Equalization  of  individual  properties  takes 
place  in  the  only  way  possible — before  the  assessment  rather  than 
after. 

It  is  unnecessary  to  say  that  the  successful  assessor  must  main- 
tain an  information  bureau,  must  file  all  information  received  as  to 
sales,  leases,  mortgages,  private  appraisals,  newspaper  clippings 
and  asking  prices,  that  these  be  filed  and  given  a  number  which 
should  be  entered  opposite  the  detail  maps,  so  that  the  assessor  on 
looking  at  the  maps  is  immediately  apprized  of  available  data  at 
particular  points.  As  this  data  is  submitted,  the  estimated  value  of 
the  building  should  be  deducted  and  the  land  value  reduced  to  a 
standard  unit  foot  value,  giving  in  parallel  columns  the  present 
assessed  value  and  sales  or  lease  value  for  easy  comparison,  thus 
immediately  advising  the  assessor  of  the  adequacy  or  inadequacy 
of  his  assessment. 

The  above  is  the  method  now  in  use  in  Cleveland.  In  1910,  with- 
out previous  organization  and  with  but  six  months  in  which  to 
appraise,  assessments,  except  as  to  more  valuable  retail  business 
districts  and  main  arteries,  were  initiated  by  civic,  business  and 
improvement  associations.  Everywhere  we  sought  to  use  these 
organizations  and  to  inculcate  the  idea  that  a  good  taxation  system 
required  a  high  degree  of  civic  duty,  personal  sacrifice  and  moral 
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integrity  on  the  part  of  the  taxpayers.  With  the  main  arteries 
and  valuable  properties  fixed  at  100%  the  assessor  figuratively  had 
his  friends  in  court  to  insist  on  full  values  for  other  property.  In 
1917,  with  but  a  few  months  available  for  the  purpose,  the  land 
values  of  Cleveland  were  again  fixed  by  what  was  known  as  a 
"  Community  ^Assessment."  While  the  assessments  were  all  initi- 
ated by  the  county  auditor,  equalization  was  effected  through 
community  meetings,  generally  at  public  school  auditoriums,  after 
distribution  of  proposed  unit  value  maps.  These  meetings  were 
attended  in  some  cases  by  over  a  thousand  taxpayers.  With  the 
tables  submitted,  property  owners  were  able  to  figure  their  own 
assessment  in  ninety-nine  cases  out  of  a  hundred.  I  have  heard  it 
urged  that  property  owners  are  not  conversant  with  values.  This, 
of  course,  is  largely  true  as  to  business  property,  but  it  is  really 
surprising  within  what  narrow  limits  residence  property  sells.  In 
1910,  three-quarters  of  the  improved  residence  streets  were  valued 
at  between  $20  and  $30  per  foot,  while  the  unimproved  lots  were 
selling  at  from  $10  to  $20.  The  improved  streets  are  worth  from 
$30  to  $40  today,  perhaps  largely  due  to  the  lower  value  of  the 
dollar  and  particularly  due  to  the  increased  cost  of  street  improve- 
ments. 

Building  Assessments 

Since  1910  in  Cleveland,  there  has  been  no  re-examination  and 
re-asscssment  of  buildings  then  existing.  Xew  buildings  erected 
since  1910  have  been  assessed  generally  on  1910  factors  plus  20%, 
thus  eventually  permitting  uniform  increases  as  the  building  cost 
factor  increases.  With  building  costs  changing  so  violently  up- 
wards from  100%  in  1914,  to  281  in  1920,  to  180  in  1922,  to  204 
in  1923,  Avith  changes  of  20%  to  50%  up  or  down  within  a  given 
year,  it  must  be  obvious  that  buildings  cannot  from  year  to  year 
be  assessed  on  their  cost.  Moreover,  cost  is  not  a  proper  criterion 
of  assessment  or  value.  It  is  well  known  that  contractors  vary  30% 
to  50%  in  the  bid  price  of  a  new  structure.  The  same  house  built 
in  the  one  case  by  high-priced  architects  will  vary  50%  from  the 
cost  by  a  builder  without  architect.  We  therefore  find  it  desirable 
to  seek  uniformity  rather  than  particularity  in  building  assessments. 

In  fixing  these  building  factors,  the  help  of  local  architects  will 
be  found  of  great  value,  who  will  generally  be  glad,  without  charge, 
to  fix  the  local  factors  of  cost  for  the  varying  schedules.  The  use 
of  uniform  factors  of  cost  presupposes  a  more  or  less  accurate  de- 
scription of  the  buildings,  which  may  be  comparatively  simple  for 
residences  but  high-type  office  structures,  hotels,  apartments,  etc. 
require  more  elaborate  and  detailed  information.  Of  the  15,000 
new  structures  erected  annually  in  Cuyahoga  County,  10,000  are 
assessed  bj'  one  deputy  and  stenographer  from  day  to  day  as  the 
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building  permits  are  issued.  He  is  able  to  do  this  on  the  plans  and 
specifications  submitted  and  with  inspection  in  exceptional  cases 
only.  In  the  other  cities  and  villages  in  the  county  maintaining  a 
building  permit  department,  the  data  is  taken  off  yearly  and  valued 
during  the  summer  months. 

The  more  valuable  buildings  are  always  inspected  and  valued  on 
the  cubic  foot  basis.  Cheaper  residences  are  valued  on  the  ground 
floor  area  basis.  For  the  taxpayers'  guidance,  we  show  photo- 
graphic types  and  print  five  schedules  of  standardized  buildings 
with  seventeen  classes,  containing  about  100  sub-classifications. 
For  each  class  of  buildings,  we  have  a  standard  area,  deviation 
from  which  requires  a  higher  factor  as  the  area  reduces  and  a 
lower  factor  as  the  area  increases. 

By  way  of  illustration,  Schedule  No.  1  for  single,  double  or 
duplex  houses  is  herewith  given.  It  should  always  be  borne  in 
mind  that  the  factors  are  based  on  1913  costs  plus  20%.  Costs  to- 
day are  approximately  807c  above  these  figures. 

Class  2 — Simple  construction,  full  basement,  gable  roof,  no  attic,  cement  block 
foundation,  stove  heat,  one  bath  room,  medium  porch  (150  sq.  ft.), 
no  projections,  plain  pine  finish. 
I-story 

Frame 1.90 

Brick 2.20 

Square  foot,  ground  floor  area  prices. 
Standard,  650  square  feet. 

Cl.\ss  3 — Brick  or  stone  foundation,  full  basement,  slate  or  shingle  gable  roof, 
unfinished  attic,  hardwood  or  white  enamel  finish,  one  bath  room,  two 
I -story  projections,  porch  (250  sq.  ft.),  furnace  heat. 

I -story                     13^-story  2 -story 

Frame 3.60                         4.30  4.80 

Brick 4.00                         4.80  5.30 

Square  foot,  ground  floor  area  prices. 
Standard,  750  sq.  ft. 

Cl^ss  4 — Brick  or  stone  foundation,  full  basement,  slate  or  shingle  roof,  finished 
attic  (one  room),  hardwood  or  white  enamel   finish,  one  bath  room, 
three  i-story  projections,  porch  (250  sq.  ft.),  steam  or  hot  water  heat, 
i-story  l)^.2-stoTy  2-story 

Frame 4.80  5.50  6.40 

Brick 5.30  6.00  7.00 

Square  foot,  ground  floor  area  prices. 
Standard,  750  sq.  ft. 


ii£-story 

2-story 

3.00 

3.40 

3-40 

3.80 
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Class  5 — Brick  or  stone  foundation,  hardwood  or  white  enamel  finish,  slate  or 
shingle  roof,  finished  attic  subdivided,  two  bath  rooms,  steam  or  hot 
water  heat. 

I -story  i)2-story  2-story 

Frame 7.00  and  up  8.00  and  up  9.00  and  up 

Brick 8.00  and  up  9.00  and  up  10.00  and  up 

Square  foot,  ground  floor  aiea  prices. 
Standard,  1,000  to  1,100  square  feet. 
The  above  factors  are  regarded  aJ  normal. 
Present  abnormal  prices  may  be  75%  to  100%  greater. 
This  type  of  construction  requires  a  gieater  latitude  of  discretion  than 
the  foregoing  tables. 
Class  6 — Brick  or  stone  foundation,  slate  or  shingle  roof,  finished  attic  subdi- 
vided, hardwood  or  white  enamel  finish,  steam  or  hot  water  heat,  more 
than  two  bath  rooms  and  in  general  high  class  materials  and  workman- 
ship. 

i-story  i^o-story  2-story 

Frame ,.    9.00  and  up  10.50  and  up  12.00  and  up 

Brick 10.00  and  up  11.50  and  up  13.50  and  up 

Square  foot,  ground  floor  area  prices. 
Standard,  1,800  to  2,000  square  feet. 

Dwellings  of  this  high  standard  require  considerable  latitude  of  dis- 
cretion in  appraisal.  Dwellings  of  bungalow  and  cottage  type  vary 
so  much  in  size,  design  and  detail  that  classification  is  not  attempted. 

Very  few,  if  any,  of  our  large  cities  publish  a  schedule  of 
building  assessment  factors.  Generally  these  set  forth  a  cubical 
contents  factor.  While  a  minimum  and  a  maximum  figure  permits 
some  elasticity,  the  failure  to  classify  the  structure  as  to  height,  as 
to  finish,  as  to  plumbing,  as  to  roofing,  as  to  heating,  as  to  projec- 
tions, porches,  fotmdation,  area,  etc.  does  not  sufficiently  limit  the 
assessor  nor  tend  towards  uniformity  of  assessment,  nor  correc- 
tion thereof.  Taking,  for  instance,  a  dwelling  house  of  750  feet  as 
a  standard,  it  has  been  found  that  each  square  20  feet  variation  in 
area  requires  a  1%  deviation  in  factor  up  to  25%  increase  or  de- 
crease in  area.  Likewise  a  square  house  for  example  40x40  ft. 
having  the  same  area  as  a  rectangular  house  20x80  ft.  will  cost 
less  because  the  outside  walls  are  20%  less  in  length. 

In  this  connection,  we  recommend  as  to  buildings  not  permitting 
of  standardization  that  assessors  use  their  assessing  powers  to  secure 
cost  data,  instead  of  the  cumbersome,  irritating  and  delaying 
method  of  subpoenaing  with  books.  Notice  of  an  assessment,  pur- 
posely over-appraised,  will  bring  the  taxpayer  in  more  quickly 
with  an  affidavit  of  cost  than  a  subpoena.  A  reduction  to  reason- 
able limits  will  do  no  injustice  to  the  state  and  incidentally  will 
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make  the  assessor  a  "  regular  fellow."  Assessing  is  frequently 
countered  with  bluff  by  the  taxpayer.  The  assessor  should  accept 
the  challenge  and  give  as  well  as  take.  In  this  way  the  assessor 
may  become  the  best  informed  judge  of  changing  building  values 
in  the  county,  equipped  to  combat  frivolous  statements  of  value 
and  erroneous  statements  of  costs  by  interested  taxpayers  and  fre- 
quently by  well-paid  experts. 

Values  Outrun  Assessments 

The  violent  change  in  recent  building  values  is  the  main  reason 
why  building  assessments,  quite  generally  throughout  the  United 
States,  lack  correspondence  with  building  values.  Building  costs 
after  the  war  were  regarded  as  abnormal.  Assessors  were  reluc- 
tant to  increase  building  assessments  until  more  normal  costs 
should  prevail.  Indeed,  one  of  the  reasons  why  real  estate  assess- 
ing is  on  its  uppers  is  because  assessors,  like  the  public,  have  been 
dazed  by  the  sudden  leap  of  values  of  both  land  and  buildings 
after  the  war,  not  until  recently  believing  that  such  values  were 
here  to  stay. 

The  cost  of  buildings  is  approximately  double  today  what  it  was 
in  1915.  If  we  take  the  assessment  for  1917  in  our  large  cities 
and  if  these  cities  should  increase  these  assessments  to  correspond 
with  present  values,  based  on  reduplication  costs,  the  respective 
aggregate  duplicates  would  be  enormously  increased.  Indeed,  it 
would  show  a  shortage  in  the  respective  cities  of  approximately 
the  following  amounts : 

Boston $435,959,100 

Milwaukee 110,100,260 

Detroit 193,889,890 

Baltimore 190,577,440 

Pittsburgh 206,666,600 

New  York 618,893,848 

San  Francisco 140,671,447 

Cleveland 224,972,830 

These  shortages  in  assessments  do  not  take  into  consideration  new 
buildings  erected  since  1915  (in  some  cases  1917),  which  in  soine 
cities  are  now  annually  equivalent  in  value  to  the  aggregate  as- 
sessed valuation  of  buildings  in  the  year  1917. 

It  now  seems  generally  admitted  that  building  costs  are  up  to 
stay,  being  more  than  double  1913  values.  There  is  no  reason  now, 
therefore,  why  buildings  at  present  enjoying  large  immunity  quite 
generally  in  the  United  States  through  under-assessment  should 
not  be  increased  to  correspond  more  nearly  with  their  market  value. 

The  failure  to  keep  up  assessments  both  of  land  and  buildings  to 
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the  market  value  has  contributed  in  no  mean  degree  to  the  diffi- 
culty of  schools  and  municipalities  to  realize  the  desired  revenues 
for  added  public  services  at  greatly  increased  cost.  This  failure 
has  increased  tax  rates  on  the  property  values  actually  assessed 
and  incidentally  has  frozen  out  and  depopularized  personal  prop- 
erty taxation.  Were  land  and  buildings  assessed  at  present  day 
prices  and  personal  property  scientifically  assessed,  even  if  the  in- 
tangibles were  excluded,  such  a  low  rate  would  ensue  as  to  make  the 
personal  property  tax  far  less  odious.  In  other  words,  inefficiency 
in  real  estate  assessing  is  destroying  the  general  property  tax  as 
against  personal  property,  especially  intangible  property,  more  than 
any  other  cause. 

The  following  table  will  show  separately  stated  the  land  and  the 
building  values,  both  in  the  aggregate  and  per  capita,  both  for  a 
pre-war  year  and  the  year  1921.  The  cities  of  Philadelphia  and 
St.  Louis  do  not  separate  land  and  building  values.  The  population 
figures  for  1921  are  those  of  the  1920  census.  Intermediate  dates — 
1915  and  1917 — are  arrived  at  by  taking  average  rate  of  10  year 
increases,  1910-1920  census  reports.  Cleveland  1921  values  are 
equalized  values  and  should  be  increased  by  25%,  to  arrive  at  as- 
sessed values.  Boston  and  New  York  show  higher  per  capita  land 
values  because  the  political  unit  corresponds  very  slightly  with  the 
economic  unit. 
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Land  Values — Summary 

(8  cities) 

Pre-war  1921 

Aggregate  Land  Values $7,218,149,647  $8,325,736,847 

Average         "  "     per  capita  ....  $630  $683 

Building  Values — Summary 
(8  cities) 

Aggregate  Bldg.  Value $5,114,576,985  $8,107,422,555 

Average         "         "      per  capita  .    ...  $511  $617 

Eliminating  Cleveland  and  Detroit 

Average  Land  Values  per  capita     ....  $683  $679 

"        Bldg.      '<       ««       "         ....  508  609 

These  land  and  building  values  have  not  at  all,  in  my  opinion, 
kept  pace  with  real  values,  and  parenthetically,  while  taxes  have 
increased  enormously,  they  have  not  kept  pace  with  rentals. 

From  the  foregoing  table  it  seems  that  building  values  have 
scarcely  risen  since  1915,  for  the  eight  large  cities  given,  having 
risen  from  $511  per  capita  in  1915  to  $617  in  1921.  As  to  land 
values,  we  find  a  similar  state  of  affairs.  Land  values  averaged 
for  these  cities  $630  in  1915  to  $683  in  1921,  Detroit  and  Cleveland 
only  showing  notable  increases.  This  is  remarkable  in  that  the 
land  values  have  so  generally  risen,  indeed  must  have  risen  in  the 
United  States.  For  example,  street  improvement  costs,  which  con- 
stitute so  large  a  part  of  land  value,  are  much  greater  than  in  1916. 
The  cost  of  paving,  sidewalk,  curbing,  sewer,  etc.  with  interest,  is 
today  approximately  $20  per  foot  for  a  26-foot  roadway,  brick  with 
concrete  base  pavement,  increasing  of  course  for  a  wider  roadway 
or  better  pavement.  This  compares  with  about  $10  for  the  same 
improvement  in  1910.  Because  of  these  increased  street  improve- 
ment costs  land  values  are  greater,  even  in  cities  not  enjoying  in- 
creases in  population  during  the  last  decade,  while  land  values 
for  the  land  unimproved  and  unallotted  have,  generally  speaking, 
doubled  in  harmony  with  the  values  of  all  other  things. 

Complaints 

In  the  matter  of  complaints,  the  assessor  should  require  full  and 
candid  information  from  the  complainant  before  taking  any  action 
thereon.  The  burden  of  proof  is  on  the  complainant.  A  mere 
complaint  that  particular  property  is  over-assessed  without  affidavit 
as  to  supporting  facts  should  never  be  considered.  The  com- 
plainant should  state  the  cost,  the  date  of  purchase,  the  date  and 
amount  and  holder  of  the  mortgage,  the  insurance  carried,  what 
the  owner  is  willing  to  sell  for.  If  a  corporation — what  the  prop- 
erty is  carried  on  the  company's  books  for,  etc.  If  complainant 
says  he  is  willing  to  sell   for  less  than  the  assessment,  an  option 
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running  to  a  third  party,  preferably  a  real  estate  board,  for  a 
reasonable  time  should  be  required,  thus  testing  the  credibility  of 
complainant's  statements.  The  data  should  as  far  as  possible  be 
sworn  to  by  the  owner,  not  by  a  paid  agent. 

It  has  been  our  experience  that  complaints  are  best  ironed  out 
by  giving  the  owner  a  personal  hearing,  by  submitting  the  detailed 
maps  showing  his  assessment  and  his  neighbor's  on  his  street  and 
on  neighboring  streets.  This  will  indicate  the  impossibility  of 
changing  his  land  assessment  without  changing  all.  In  asking 
him  for  advice  and  direction,  the  taxpayer  will  arrive  at  an 
impasse.  Invariably  the  taxpayer  leaves  the  office  satisfied  that  he 
had  his  day  in  court,  that  the  assessor's  job  is  no  joke,  that  his  own 
assessment  is  fair  and  can't  be  changed,  and  perhaps  that  the  as- 
sessor is  a  peach  of  a  fellow. 

Assessment  Based  on  Earnings 

The  legislature  of  Ohio  at  this  year's  session  passed  a  bill  re- 
quiring a  state-wide  re-appraisal  of  all  real  estate  in  Ohio,  two- 
thirds  of  which  has  not  been  appraised  since  1910.  The  bill  vetoed 
by  the  Governor  required  an  annual  listing  of  real  estate  with  a 
statement  of  gross  and  net  income  for  the  preceding  year.  This 
would  have  involved  useless  and  wasteful  expenditure  of  money 
by  the  state,  because,  first,  the  information  would  have  been  filed 
only  by  part  of  the  owners,  at  least  50%  of  whose  addresses  are 
unknown,  they  not  residing  on  the  property.  Second,  with  certain 
lots  only  appraised  on  the  income,  others  would  be  assessed  dis- 
similarly on  other  information,  thus  resulting  in  gross  inequalities. 
Third,  the  information  as  to  gross  income  for  a  single  year  is  no 
criterion  of  value.  Fourth,  the  net  income  is  a  matter  of  book- 
keeping and  generally  subject  to  challenge.  Fifth,  appraisement 
on  income  appraises  only  the  economic  value  and  not  the  market 
or  speculative  value. 

Appraisers  should  not  allow  themselves  to  be  led  afield  of  their 
pursuit  for  the  true  value  by  any  chimera  such  as  income  which 
would  result  in  exempting  vacant  property  or  partially  used  or 
inadequately  used  property.  Indeed,  where  is  the  plot  of  land 
adequately  improved  and  properly  used  ?  It  is  a  sufficiently  difficult 
task  to  find  the  market  value  of  property  from  sales  and  leases 
that  must  be  analyzed  for  errors,  exchanges,  fictitious  prices,  will- 
ingness or  unwillingness  of  buyer  or  seller,  etc. 

Rate  Limitation  Laws 

For  a  number  of  years  I  have  favored  tax  rate  limitation  laws  as 
tending  towards  public  cooperation  in  securing  more  vigorous 
assessments.  Xot  the  firm,  drastic,  inflexible  kind,  but  limitations 
subject  to  change  by  popular  vote.    Popular  votes  on  tax  increases 
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serve  to  educate  the  public  as  to  public  needs  and  budgetary  re- 
quirements and  invite  support  to  the  assessor's  activities. 

However,  such  laws  tend  to  depress  assessments  when  "  rates " 
are  authorized.  When,  for  example,  with  a  limited  tax  rate  of  $1. 
per  $100  the  people  vote  an  increase  of  5  to  15  mills  for  1  to  5 
years  on  the  existing  duplicate,  levied  on  507o  values,  where  is 
the  assessor  insane  enough  to  suddenly  increase  real  estate  assess- 
ments 100%.  It  is  obvious,  when  tax-spending  authorities  have 
their  avenue  of  escape,  by  means  of  publicly  authorized  rates,  as- 
sessment increases  must  suffer.  Under  rate  limitation  laws, 
amounts  only  should  be  authorized,  not  rates. 

State  Rate 

A  state-wide  rate  for  state  purposes  is  more  potent  than  any 
other  cause  in  depreciating  assessments.  I  have  already  indicated 
in  a  general  way  how  the  assessor  may  function  to  secure  a  larger 
equalization  of  real  property  in  his  own  county.  But  what  shall  be 
done  to  secure  an  equalization  of  the  tax  burden  between  counties  ? 
How  may  he  avoid  the  taxpayers'  insistence  on  a  local  imder- 
assessment  in  order  to  avoid  a  part  of  the  state  burden?  At 
present,  in  many  states,  counties  vie  with  each  other  in  lowering 
assessments  to  reduce  the  amount  of  their  state  tax.  Ohio  has 
taken  a  forward  step  in  checking  the  inducing  cause  by  aban- 
doning her  state  rate.  There  is  now  no  reason  for  county  eva- 
sion. Only  the  necessity  for  equalization  of  taxing  districts 
within  the  county  remains.  Likewise  the  necessity  for  equaliza- 
tion of  real  estate  with  personal  property  assessments.  Likewise 
the  equalization  of  these  with  public  utility  values.  That  is  to  say, 
real  estate  must  not  now  be  assessed  at  50%,  personal  property  at 
100%  and  public  utilities  at  80%.  So  long  as  public  utilities  are 
assessed  on  the  advalorem  tax,  trouble  will  brew  unless  real 
estate  is  assessed  more  earnestly  and  vigorously.  To  get  away 
from  this  alien  interest  in  local  assessments,  it  has  been  my  notion 
that  public  utility  taxation  should  not  be  based  on  the  ad  valorem 
basis.  Or,  where  the  constitution  forbids  such  deviation,  they 
should  be  assessed  as  a  whole  by  state  authorities — the  apportion- 
ment should  be  based  on  population  in  the  state,  or  on  the  real 
estate  duplicate  of  the  state  or  the  enumerated  school  youth.  I 
have  not  thought  this  out  to  my  own  satisfaction,  but  any  influence 
of  large  proportions  militating  against  the  proper  administration  of 
real  estate  assessments  should  be  avoided. 

Cooperation 

I  have  heretofore  touched  on  the  necessity  for  cooperation  on 
the  part  of  the  public  with  the  county  assessor.  I  have  urged  that 
the  efficiency  and  thoroughness  of  his  work  is  measured  by  the 
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public's  appreciation  of  the  county  assessor's  difficulties  and  bur- 
dens and  also  by  its  estimate  of  the  assessor's  qualifications.  To 
this  end,  I  would  advise  that  the  assessor  keep  his  work  an  open 
book,  that  his  cards  be  placed  on  the  table,  that  his  troubles  be 
made  the  public's  concern.  I  believe  that  the  assessor  on  every 
possible  occasion  should  indicate  that  his  job  is  that  of  equaliza- 
tion of  the  tax  burden.  The  increase  in  the  tax  burden  should 
not  be  his  object.  Indeed,  if  he  will  become  an  advocate  for  re- 
duction of  expenditures,  more  careful  budgeting,  less  waste  and 
more  efficiency  not  only  in  other  departments  but  also  in  his  own, 
he  will  find  a  sympathetic  taxpayer's  ear. 

At  the  present  time,  the  county  assessor  is  frequently  held  re- 
sponsible for  the  high  tax  burden.  Always  seeking  more  money, 
the  tax-spending  authorities  duck  the  responsibility  for  increased 
tax  bills.  They  will  whisper  in  the  ears  of  the  assessor  for  an 
increase  of  assessments,  how  badly  they  need  more  money,  how 
the  schools  will  have  to  close  and  our  children  suffer,  how  mothers' 
pensions  will  cease,  how  firemen  and  police  will  be  laid  off,  how 
the  poorhouse  will  be  poorer — but  after  the  assessor  has  done  his 
duty,  he  alone  bears  the  responsibility.  The  tax  spender  has 
escaped.  He  never  justifies  tax  increases.  Xo  friend  left  for  con- 
sultation, for  sympathy,  for  support,  the  assessor  alone  must  justify 
the  increased  tax  burden,  where  he  should  be  responsible  only  for 
the  equality  of  his  assessments.  It  has  therefore  become  the  prac- 
tice in  Cuyahoga  County  before  proceeding  to  re-appraise,  to  insist 
on  both  city  council  and  board  of  education  passing  a  resolution 
asking  for  a  re-appraisal.  In  some  cases  he  has  even  asked  for  a 
petition  of  taxpayers  showing  that  such  proposed  assessment  will 
reflect  at  least  a  modicum  of  popular  demand. 

It  is  a  big  asset  to  a  community  that  an  assessor  be  regarded 
"  on  the  square."  To  that  end,  he  must  show  that  he  is  not  de- 
voting his  great  energies  to  boost  small  properties  while  surren- 
dering to  the  larger  interests.  If  there  is  any  bending  over,  it 
must  be  to  get  the  big  fellows,  the  large  interests  first.  The  others 
then  will  gladly  follow.  He  must  take  his  own  medicine  in  taxing 
his  own  property,  paying  rather  too  much  than  too  little.  He 
should  never  allow  a  closed  door  in  his  office.  He  should  invite 
the  assistance  of  civic  organizations  and  directors  of  research 
wherever  they  may  be  of  assistance.  He  should  give  vent  to  his 
ideas  upon  every  possible  occasion  to  the  newspapers,  always  tell- 
ing of  additions  but  never  publishing  any  abatements.  A  news- 
paper item  that  a  certain  parcel  has  enjoyed  an  abatement  will 
invite  dozens  of  complaints  although  entirely  unrelated.  He  should 
as  far  as  possible  run  the  office  on  a  non-partisan  basis.  There  is 
no  republican  and  no  democratic  way  of  assessing.  Any  assess- 
ment having  a  partisan  basis  or  flavor  must  undermine  the  useful- 
ness of  the  county  assessor. 


REAL  ESTATE  ASSESSMENTS  IX  CITIES  61 

Support  the  Assessor 

When  all  is  said  and  done,  no  great  and  lasting  improvement  in 
assessing  conditions  will  be  possible  so  long  as  the  county  assessor 
stands  alone,  unsupported  by  proper  administrative  conditions  or 
the  pecuniary  interest  of  the  taxpayer.  The  county  assessor  is 
now  expected  to  assess  real  estate  at  100%.  All  evidence  sub- 
mitted tends  to  depress  values.  All  interests  seek  reductions,  abate- 
ments, refunders.  Not  even  has  he  in  most  cases  the  funds  to 
hire  experts  in  court  to  combat  other  experts  hired  by  taxpayers. 
How,  then,  since  values  are  opinion,  since  large  latitude  must  be 
allowed  in  a  general  re-appraisal,  since  values  for  the  last  five  years 
have  been  so  feverish  and  changeable — how  may  the  assessor  hold 
assessments  to  1923  values — themselves  uncertain  and  ephemeral. 
Each  taxpayer  should  be  required  to  list  his  real  estate  as  he  is 
required  to  list  his  personal  propert}-.  There  should  be  penalties, 
of  course,  to  compel  his  listing  at  full  values. 

Such  a  method  of  assessing  real  estate  is  not  as  novel  as  it  may 
seem.  A  number  of  states  now  require  the  listing  of  real  estate 
but  fail  to  provide  the  necessan.-  penalties  to  secure  results.  Hon. 
Charles  A.  Bonaparte,  former  United  States  Attorney  General,  as 
far  back  as  1889,  in  an  address  delivered  before  the  Landlords' 
Mutual  Protective  Association  of  Baltimore,  advised  that  every 
owner  of  real  property  annually  assess  such  property  himself,  and 
that  he  be  obliged  to  sell  it  at  the  price  he  fixes  within  a  reasonable 
time,  with  a  right  of  preemption  to  the  state.  The  Com.monwealth 
of  Australia  has  taken  an  advanced  position  in  this  regard.  Land 
is  there  listed  the  same  as  personal  property  is  listed  in  Ohio. 
"  For  the  protection  of  the  revenue  against  the  undervaluation  of 
land,"  if  the  Commissioner  is  of  the  opinion  that  the  owner  of  any 
land  has  undervalued  the  unimproved  value  of  the  land  to  the 
extent  of  25%  or  more,  the  Governor  General  may  acquire  the 
land  on  behalf  of  the  Commonwealth  for  the  same  estate  or  in-- 
terest  therein  as  the  owner  was  entitled  to.  The  proclamation  shall 
entitle  the  owner  to  compensation  therefor  upon  the  basis  of  the 
improved  value  obtained  by  adding  the  fair  value  of  improvements 
to  the  unimproved  value  stated  in  the  return,  together  with  the 
amount  of  10%  upon  that  improved  value,  by  way  of  an  allowance 
for  compulsory  dispossession.  It  is  further  provided  under  the 
Australian  law  that  any  person  who  with  intent  to  defraud,  in  any 
return,  understates  the  unimproved  value  of  the  land  shall  be  guilty 
of  an  offense.  The  penalty  therefor  is  five  hundred  pounds  and  an 
amount  equal  to  treble  the  amount  of  the  taxes  which  would  have 
been  evaded  if  the  value  stated  in  the  return  had  been  accepted 
as  the  unimproved  value  of  the  land;  or  forfeiture  of  the  land 
undervalued  or  any  part  thereof.  Where  the  value  stated  in  the 
return  is  less  by  25%  or  more  than  the  value  found  by  the  jury, 
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the  value  shall  be  presumed  in  the  absence  of  evidence  to  the 
contrary,  to  have  been  understated  with  intern;  to  defraud. 

In  Xew  York,  I  believe,  the  income  .tax  is  apportioned  to  the 
taxing  districts  of  the  state  on  the  basis  of  real  estate  assessments, 
a  splendid  method  of  creating  public  sanction  for  full  real  estate 
assessments  and  which  has  in  some  taxing  districts  worked  mar- 
velous support  and  sanction  for  100%  assessments.  A  bond  limit 
law  based  on  aggregate  real  estate  duplicates  that  really  limits  the 
issue  of  bonds  and  makes  them  feel  the  pinch  has  done  much  for 
the  cause  of  vigorous  assessments.  Other  measures  might  be  sug- 
gested to  induce  100%  assessments  of  real  estate,  such  as  the  fol- 
lowing : 

First:  The  taxpayer  should  not  be  entitled  to  recover  any 
greater  insurance  for  the  destruction  of  his  building  than  the 
value  at  which  it  is  assessed  and  the  balance  should  go  to  the  state. 

Second:  In  any  foreclosure  suit,  after  payment  of  the  liens,  the 
owner  should  be  entitled  to  the  remainder,  only  up  to  the  assessed 
value;  the  balance  should  go  to  the  state. 

Third:  In  case  a  corporation  or  any  public  body  possessing  the 
right  of  eminent  domain,  appropriates  any  property,  the  owner 
should  not  be  entitled  to  recover  any  more  than  the  assessed  value. 

Fourth:  In  case  of  a  state  increment  tax,  such  as  the  federal 
authorities  are  now  collecting,  it  might  be  provided  that  the  tax 
should  be  levied  on  the  difference  between  the  sales  price  and  the 
assessed  value  in  the  year  of  purchase. 

If  constitutional  inhibitions  confirm  the  state's  impotency  to  deal 
with  this  situation  in  the  manner  suggested,  perhaps  some  suitable 
remedy  might  be  provided  to  take  effect  at  the  death  of  the  owner. 
The  right  of  succession  being  purely  statutory,  it  might  have  a 
wholesome  effect  if  the  state  at  the  death  of  the  owner  might 
acquire  the  property  at  the  appraised  value,  as  assessed  for  the 
general  property  tax.  All  of  this,  of  course,  sounds  harsh  and 
exceedingly  drastic.  Nevertheless,  there  is  a  conflict  of  interest 
between  state  and  individual.  The  state  must  have  its  share  of 
taxation,  and  must  distribute  the  burden  equitably.  The  individual 
wants  to  reduce  his  taxes,  so  as  to  increase  the  capital  value  of 
his  land.  It  is  to  the  real  interest  of  the  taxpayer,  to  the  security 
of  government  and  property  that  the  administration  of  the  law  be 
supported  not  only  by  lip  service  but  also  by  laws  tending  to 
strengthen  this  aim  for  full  value  assessments. 

In  conclusion,  I  wish  to  say  that  there  are  a  number  of  matters 
that  might  have  been  touched  on  in  this  paper  such  as,  for  ex- 
ample :  Should  there  be  a  periodic  re-appraisal  mandatory  by  law, 
or  should  there  be  an  indefinite  periodic  re-appraisal  at  the  will  of 
the  local  assessor?  Would  taxation  against  the  occupant  of  real 
estate,  as  in  England,  stimulate  interest  in  taxation  more  than  does 
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a  system  of  taxing  the  owner  or  the  property?  Is  the  Pittsburgh 
system  of  reducing  tax  rates  on  buildings  worthy  of  emulation? 
Is  the  Xew  York  system  of  partial  exemption  as  to  dwellings  de- 
sirable ?  Should  property  be  appraised  according  to  its  real  or 
selling  value,  or  according  to  its  economic  value  ?  Where  property 
is  leased  for  a  long  period  of  time  on  graduated  rentals,  ought  the 
existing  rentals  only  be  capitalized  to  arrive  at  the  value  of  the 
property,  or  ought  the  present  worth  of  the  entire  period  of  ren- 
tals to  be  taken  in  order  to  arrive  at  its  present  capital  and  assess- 
able value?  Should  railroads  be  appraised  on  the  basis  of  adja- 
cent property  values  or  on  the  basis  of  cost  ? 

These  are  all  interesting  questions  that  will  merit  the  further 
attention  of  this  conference. 

Chairman  Sutherland  :  I  am  going  to  ask  you  to  reserve  the 
questions  that  you  want  to  direct  to  ]Mr.  Zangerle  until  after  we 
have  heard  from  the  next  speaker.  Then  we  will  have  both  papers 
before  us.  and  as  they  may  have  some  points  in  common,  the  dis- 
cussion may  more  properly  proceed  at  that  point. 

I  take  pleasure  in  presenting  to  the  conference  the  Hon.  G.  C. 
Haas,  Associate  Agricultural  Economist  in  the  United  States  De- 
partment of  Agriculture,  who  will  discuss  "'  The  Assessment  of 
Farm  Real  Estate  for  Purposes  of  Taxation."'     (Applause) 

ASSESSMENT  OF  FARM  REAL  ESTATE 

G.  C.  HAAS 
United  States  Department  of  Agriculture 

Assessed  valuation  is  assumed  to  be  a  full  market  valuation  or 
a  fraction  thereof.  Thus  it  is  at  once  apparent  that  a  good  system 
of  assessment  is  contingent  upon  an  adequate  method  of  farm  land 
appraisal.  The  object  of  this  discussion,  therefore,  will  be  to  pre- 
sent a  system  or  method  of  farm  land  appraisal  which  determines 
in  an  objective  and  scientific  manner  the  most  probable  sale  price 
of  a  particular  farm  at  a  specified  date.  In  order  to  avoid  gen- 
eralities the  presentation  will  be  based  upon  a  concrete  illustration 
of  the  method  as  applied  by  an  investigation  of  land  values  in 
Blue  Earth  County,  ^Minnesota.^ 

This  method  assumes  that  land  sale  prices  are  the  best  basis  for 
an  appraisal  policy.  Appraising  land  means  forecasting  or  predict- 
ing what  it  would  sell  for  on  the  basis  of  the  present  market.  The 
figure  sought  is  probable  market  price,  and  not  what  any  person, 
no  matter  how  good  his  judgment,  thinks  the  land  should  be  worth. 

1  Haas,  G.  C,  "  Sales  Prices  as  a  Basis  for  Farm  Land  Appraisal."  Uni- 
versity of  Minnesota  Agricultural  Experiment  Station,  Technical  Bulletin  g. 
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Market  prices  are  the  results  of  the  judgments  of  the  land  market 
composed  of  buyers  and  sellers  of  the  general  order  of  intelligence. 

Many  persons  consciously  or  unconsciously  assume  that  the  only 
scientific  basis  for  land  appraisal  is  the  productivity  of  the  land. 
While  it  is  true  that  land  derives  its  value  solely  from  its  products, 
and  therefore  its  value  must  be  proportional  to  the  value  of  its 
product,  nevertheless  its  productivity  cannot  be  made  the  basis 
for  its  appraisal,  for  several  reasons,  as  follows:  (1)  The  product 
of  land  is  perpetual  and  no  one  can  forecast  the  amount  or  value 
of  it  or  determine  the  present  worth  of  future  products.  To  de- 
termine the  present  worth,  one  must  know  the  rate  at  which  land 
income  is  capitalized.  (2)  The  product  required  is  net  product, 
and  to  obtain  net  product,  one  must  have  costs  of  production. 
Several  of  the  important  costs  of  production,  such  as  value  of 
family  labor  and  wages  of  management  and  responsibility-taking, 
cannot  even  be  estimated.  Many  costs  of  production,  such  as 
taxes,  fertilizers,  wages,  are  likely  to  be  different  in  the  future. 
(3)  It  is  impossible  to  determine  the  income  from  farm  land  from 
its  use  as  residence  and  all  the  elements  of  psychic  income  asso- 
ciated with  this.  For  all  these  reasons,  no  reputable  scientific 
method  of  appraisal  can  be  based  on  productivity.^ 

The  land  market.  —  Since  the  sale  prices  we  are  analyzing  are 
actual  market  prices,  we  must  consider  the  nature  of  the  market 
in  which  these  prices  are  made.  The  concept  of  a  market  needed 
for  this  purpose  must  be  carefully  drawn.  Following  are  several 
statements  concerning  a  market  which  are  significant  in  this  con- 
nection :  "  A  market  *  *  *  is  the  totality  constituted  by  a  group 
of  competing  sellers  over  against  a  group  of  competing  buyers 
concerned  in  exchanging  the  same  commodity."  ^  "  Economists 
imderstand  by  the  term  market,  not  any  particular  market  place  in 
which  things  are  bought  and  sold,  but  the  whole  of  any  region  in 
which  buyers  and  sellers  are  in  such  free  intercourse  with  one 
another  that  the  prices  of  the  same  goods  tend  to  equality  easily 
and  quickly."  *  "  Originally  a  market  was  a  public  place  in  a 
town  where  provisions  and  other  objects  were  exposed  for  sale, 
but  the  word  has  been  generalized  so  as  to  mean  any  body  of  per- 
sons who  are  in  intimate  business  relations  and  carry  on  extensive 
transactions  in  any  commodity.  *  *  =*"  The  traders  may  be  spread 

2  See  Bulletin  of  the  International  Institute  of  Agriculture,  Xos.  10-12, 
October-December,  1912,  "The  Value  of  Landed  Property,"  by  Frederick 
Aereboe,  Chief  of  the  Division  of  Rural  Economy  at  the  Royal  School  of 
Agriculture,  Berlin.  "  The  so-called  valuation  according  to  revenue  is  im- 
practicable, unscientific  and  indefensible."     p.  2343. 

3  Taylor,  F.  M.,  Principles  of  Economics,  5th  ed.,  p.  210. 

■*  Cournot,  Recherches  stir  les  Principes  Mathematiques  de  la  Theorie  des 
Richesses. 
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over  a  whole  town,  or  region  of  country,  and  yet  make  a  market, 
if  they  are,  by  means  of  fairs,  meetings,  published  lists,  the  post- 
office  or  otherwise,  in  close  communication  with  each  other."  ^ 

The  essential  idea  of  a  market  is  organization.  The  organiza- 
tion is  usually  informal  and  unconscious,  but  it  may  become  con- 
scious and  formal.  This  organization  furnishes  contacts  or  means 
of  communication  between  the  buyers  and  sellers  in  the  market. 
A  market  is  '"  perfect "  or  "  ideal  "  to  the  extent  that  the  organ- 
ization is  complete  and  all  persons  in  it  are  constantly  and  instantly 
in  full  knowledge  of  one  another's  offers  and  acceptances.  In  a 
perfect  market,  either  the  commodity  sold  is  uniform  or  else  there 
is  complete  and  accurate  knowledge  of  all  differences  in  it.  Ob- 
viously, in  such  a  market  there  can  be  but  one  price  for  the  same 
thing  at  the  same  time. 

The  land  market  is  certainly  not  a  perfect  market.  Wherein 
does  it  fail?  First  of  all,  the  commodity  bought  and  sold  is  not 
uniform.  This  would  make  no  dift'erence,  however,  if  the  ele- 
ments of  variation  in  it  were  perfectly  comprehended;  but  this  we 
know  to  be  far  from  the  case.  Determining  the  extent  to  which 
the  elements  of  difference  in  land  are  actually  reflected  in  differ- 
ences in  prices,  in  spite  of  the  imperfections  of  the  land  market, 
is  of  course  a  major  problem  of  this  investigation.  Second,  the 
land  market  is  not  well  organized ;  there  is  no  extensive  or  efficient 
means  of  disseminating  information  among  buyers  and  sellers; 
there  may  be  comparatively  few  buyers  and  sellers  competing  at 
any  one  sale;  all  sellers  are  not  able  to  put  their  off'erings  before 
all  the  purchasers,  and  also  all  buj-ers  do  not  have  a  chance  to  pro- 
vide all  sellers  with  an  opportunity  to  sell  to  them. 

Because  they  lack  bargaining  power,  or  are  at  an  economic  dis- 
advantage, buyers  and  sellers  are  not  always  able  to  act  rationally 
on  information  received.  Also,  many  buyers  and  sellers  are  fre- 
quently influenced  by  non-economic  motives,  such  as  home  ties. 
caprice,  passion,  and  prejudice.  Professional  land  salesmen  have 
more  than  average  knowledge  concerning  the  land  market  and 
usually  have  the  advantage  when  it  comes  to  bargaining,  and,  of 
course,  succeed  in  making  many  sales  of  the  same  grade  of  land  at 
different  prices. 

In  spite  of  all  these  circumstances,  however,  the  general  ten- 
dency on  the  part  of  both  buyers  and  sellers  is  to  investigate  the 
market  rather  thoroughly,  the  buyers  seeking  for  the  best  bargain, 
and  the  sellers  seeking  for  the  purchaser  offering  the  high  price. 
The  mere  fact  that  those  who  do  not  deal  cautiously  and  with  dis- 
cretion are  known  in  the  land  market  as  ''  suckers,"  and  the  sales 
resulting  as  "  sucker  sales,"  indicates  that  such  sales  are  not  com- 

^  Jevons,  Theory  of  Political  Economy,  Ch.  III. 

5 


66  NATIONAL  TAX  ASSOCIATION 

mon.  The  land  market  surely  tends  to  operate  in  such  a  way  as 
to  cause  the  same  grade  of  land  to  sell  in  the  same  market  at  the 
same  time  at  like  prices,  although  the  adjustment  is  never  perfect 
and  there  is  always  some  variation  in  the  market  price  of  the  same 
grade  of  land.  Such  variation  as  there  may  be  is,  of  course,  of 
much  importance  in  the  operation  of  a  system  which  aims  to  pre- 
dict the  market  price  of  land  on  the  basis  of  sale  prices. 

The  basis  of  land  values.  —  To  explain  the  significance  of  local 
differences  in  land,  we  must  understand  the  basis  of  land  values. 
Land  has  value  because  it  produces  an  income  in  the  form  of 
materials  or  services  that  satisfy  human  wants.  The  income  may 
be  material  or  psychic  or  both.  The  material  income  appears  in 
the  products  of  the  soil,  the  psychic  income  in  wants  directly  satis- 
fied by  it,  such  as  the  want  for  a  site  for  a  home  in  a  good  neigh- 
borhood on  a  good  road  near  a  city  or  village. 

Land  yields  these  incomes  in  perpetuity.  The  value  of  a  piece 
of  land  is  the  present  worth  of  its  incomes  in  perpetuity.  If  it 
can  be  assumed  that  the  future  incomes  will  all  be  the  same  as 
present  incomes,  then  the  value  of  land  is  expressed  by  the  formula: 

r 

when  V  =  the  value  of  the  land,  a  =  its  annual  net  income,  and 
r  =  the  prevailing  rate  of  interest.  This,  of  course,  is  simply  the 
formula  for  deriving  the  value  of  a  constant-income  bearer  by 
capitalizing  the  income. 

It  is  not  reasonable  to  assume,  however,  that  the  future  incomes 
from  land  will  be  the  same  as  the  present  incomes.  It  is  usually 
assumed  that  because  of  increase  in  population,  future  incomes  will 
be  greater  than  present  incomes.  The  formula  for  capitalizing  an 
income  increasing  at  a  constant  arithmetical  rate  is  as  follows : 

a  i 

V=  -  -f  ^ 
r  r' 

where  i  =■  the  increase  in  income.  In  applying  this  to  land,  how- 
ever, one  must  realize  that  we  do  not  know  what  the  increases  in 
incomes  will  be.  Hence  i  must  represent  "  anticipated  increase  in 
annual  income."  Let  us  assume,  for  example,  that  for  a  given 
farm,  the  value  of  a  per  acre  is  $5,  that  r  is  5  per  cent,  and  that  a 
is  expected  to  increase  at  the  rate  of  10  cents  per  year.  Substi- 
tuting in  the  formula: 

IJ.OO  .lO 

V  =  Toy  +  (~o5?  =  ^°°  +  40=  140 

The  value  of  this  land  per  acre  is  $140,  of  which  $40  is  based  on 
anticipated  increase  in  income. 

The  prevailing  opinion  as  to  future  incomes,  therefore,  plays  a 
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large  role  in  determining  land  values.  Land  values  never  repre- 
sent present  earning  power  capitalized.  Different  farmers  and 
real  estate  men  have  greatly  varying  ideas  as  to  the  future  of  land 
incomes.  However,  to  the  extent  that  the  land  market  is  a  perfect 
market,  one  level  of  opinion  as  to  future  income  becomes  the  market 
level,  and  those  who  have  a  less  optimistic  idea  of  the  future  either 
do  not  buy  or  sell  too  cheaply,  or  perhaps  sell  for  more  than  they 
think  their  land  is  worth.  In  any  one  county  in  normal  times  this 
market  level  of  opinion  is  likely  to  be  fairly  well  established.  The 
future  element  in  land  values,  therefore,  is  not  so  serious  a  compli- 
cation in  a  study  of  local  variations  as  one  would  at  first  think. 

It  can  be  said  safely  that  in  no  case  does  the  buyer  or  seller  of  a 
farm  have  the  exact  income  data  before  him.  He  may  know  with 
a  fair  degree  of  accuracy  what  the  physical  income  of  the  land  is 
for  one  year,  or  past  years,  but  he  does  not  know  it  for  the  future. 
He  will  have  only  a  fairly  definite  idea  of  what  the  psychic  income 
is  worth  to  him.  But  buyers  and  sellers  do  not  attack  the  problem 
in  this  way.  Instead,  they  proceed  by  comparison  and  analogy. 
They  compare  the  farm  in  question  with  other  farms,  with  the  in- 
comes or  values  of  which  they  are  familiar.  All  factors  in  the  farm 
in  question  which  may  influence  income  are  compared  with  known 
cases  where  they  can  approximate  their  effect.  Any  farm,  there- 
fore, becomes  to  them  a  combination  of  factors  which  affect  in- 
come or  value. 

The  method  of  attack  in  this  investigation  is  essentially  that  of 
the  prospective  buyer. 

To  analyze  market  prices  successfully,  one  must  follow  up  the 
channels  of  thought  of  those  who  make  the  market  prices.  A  good 
appraisal  system  for  land  should  analyze  as  the  market  thinks. 
Practical  men  will  go  further  and  say  that  the  only  method  by 
which  land  can  be  appraised  is  to  call  in  several  men  of  good  sense 
and  judgment  and  let  them  analyze  in  the  manner  of  prospective 
buyers ;  in  other  words,  make  "  an  experienced  guess."  Such  men 
are  given  to  saying  that  "  every  farm  is  a  thing  by  itself,"  and  that 
therefore  it  is  impossible  to  combine  a  large  number  of  farms  in 
one  analysis  and  obtain  any  results  worth  while.  IModern  statis- 
tical science,  however,  does  offer  a  workable  method  of  doing  this. 
If  accurate  measures  of  the  factors  influencing  land  values  can  be 
obtained,  it  is  entirely  possible  by  tabulation  and  partial  and  mul- 
tiple correlation  methods,  to  determine  the  weights  or  significance 
of  the  various  factors.  These  are  the  methods  used  in  this  inves- 
tigation. 

In  every  territory  the  factors  which  influence  value  are  some- 
what different.  In  the  section  studied,  the  following  factors  were 
considered:  (1)  The  1919  depreciated  cost  of  buildings  per  acre; 
(2)   land  classification,  or  the  amounts  of  the  different  types  o£ 
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land;  (3)  productivity  of  the  soil,  represented  by  relative  crop 
yields;  (4)  distance  to  market;  (5)  type  of  road;  (6)  size  of 
market  town.    These  factors  will  be  explained  later  in  detail. 

Method  of  Securing  Data 

The  farms  which  were  considered  were  those  which  were  actu- 
ally sold  during  the  four-year  period,  1916  to  1919  inclusive.  The 
sale  prices  which  were  used  are  the  considerations  which  were 
given  when  the  transfer  of  deed  was  recorded,  as  collected  by  the 
Minnesota  State  Tax  Commission.^ 

In  compiling  these  records,  the  Tax  Commission  discards  all 
sales  considerations  which  do  not  seem  to  be  bona  fide,  such  as 
those  arising  from  trades,  from  transfers  to  relatives,  and  the  like. 
The  Tax  Commission  finally  submits  the  reports  on  each  farm  to 
real  estate  men  and  bankers  in  each  community,  and  these  men 
weed  out  any  which  appear  fictitious  to  them.  As  a  result,  the  sale 
prices  used  in  the  study  represent  bona  fide  sales  as  nearly  as  it  is 
possible  to  obtain  them."^ 

The  following  information  for  each  farm  was  transferred  to 
cards  before  the  field  work  was  started.  Also  a  map  was  prepared 
showing  the  location  of  the  farms  to  be  included.  Each  farm  was 
marked  with  a  number. 

Date  of  Sale,  March  i,  1919.     Number  


Seller,  A.  Churchyard.     Buyer,  W.  J.  Cornhill 

Legal  description,  S^  of  N^  of  SW}^  and  W^  of  SJ4  of  SWJ^ 

Section  32,  township  108,  range  20,  80  acres 

Consideration,  $12,400 

Assessed  value  of  land,  $8,160 

Assessed  value  of  buildings,  $1,000 

Assessed  value  of  farm,  $9,160 

Appendix  A  presents  a  copy  of  the  schedule  used  in  the  field, 
together  with  the  instructions  for  its  use.  The  purchase  price  of 
the  farm  appears  only  on  the  card. 

Very  little  difficulty  was  experienced  in  taking  the  records.  The 
dimensions  of  buildings  were  actually  measured  in  most  cases. 
The  farmers  did  not  always  know  the  age  of  the  buildings.  In  such 
cases,  estimates  were  made  and  checked  afterward  whenever  pos- 
sible. Errors  of  estimate  on  old  buildings  are  of  little  significance. 
Likewise   many    farmers,   especially   if   they   had   purchased   their 

®  Access  to  the  sales  data  files  of  the  Minnesota  State  Tax  Commission 
was  given  us  through  the  courtesy  of  the  Tax  Commission. 

"^  We  also  asked  each  farmer  the  purchase  price  of  his  farm  as  an  addi- 
tional check.  In  only  two  instances  did  the  purchase  price  given  by  the 
farmer  disagree  with  the  sale  price  on  record.  The  difference  in  these  two 
cases  was  only  about  $200  on  $20,000  sales. 
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places  within  a  year  or  two,  could  not  give  yields  of  crop  for  a 
few  years.  Yields  for  three  years,  however,  were  obtained  in 
most  cases. 

Although  the  Tax  Commission  records  show  379  bona  fide  sales 
in  Blue  Earth  County  from  1916  to  1919,  only  160  farms  were 
covered  in  the  survey,  but  they  were  well  distributed  both  as  to 
location  and  soil  types. 

Value  per  acre. — The  problem  under  value  per  acre  is  to  reduce 
the  sale  prices  of  sales  made  during  a  four-year  period,  during 
which  prices  were  rising  rapidly,  to  a  comparable  basis.  First  we 
must  make  sure  that  the  relative  distribution  of  grades  of  land 
sold  in  the  different  years  was  the  same.  The  statistical  measure 
best  adapted  to  show  this  is  the  "  coefficient  of  variation,"  solved 
by  the  formula :  ^ 

6 
V  =  100.  ^ 

The  coefficient  of  variation  in  the  fourth  column  of  Table  I  shows 
that  the  distribution  of  grades  of  land  was  very  similar  during  the 
four  years.  The  average  sale  prices  per  acre  for  the  four  years, 
given  in  the  second  column,  are  therefore  closely  comparable. 
The  third  column  reduces  these  prices,  to  indices,  base  year  1919. 
The  sale  prices  of  the  farms  bought  in  1916,  1917,  and  1918  were 
raised  to  1919  level  by  dividing  them  by  the  index  number  for 
that  year  as  given  in  this  table.  Thus  a  farm  sold  for  $150  per 
acre  in  1917  would  have  sold  for  $189.49  per  acre  in  1919  ($150-^ 
.79157).  This  method  introduces  some  error  into  the  calculations 
because  it  divides  each  sale  price  by  the  average  for  the  whole 
year.  It  is  likely  that  prices  in  January  and  December  will,  during 
a  period  of  rising  prices,  be  respectively  below  and  above  the 
average.  This  error  will  be  greatest  in  1919.  The  only  method  of 
correcting  for  this  is  to  get  indices  by  months.  This  can  be  done 
in  surveys  made  in  the  future. 

TABLE  I 

Yearly  Average  Sale  Price  per  Acre,  Indices  of  Same,  and  Coefficient 
OF  Variation  for  Each  Year 


Year 

Avenge  sale  price 

Indices 

Coefficients  of  variation 

1919   

1918   

1917   

1916   

$157-23 
134-96 
124.46 
114.52 

lOO.COO 

85-837 
79-' 57 
72.836 

24-135 
26.250 
25.618 
25-557 

*  Yule,  G.  U.,  An  Introduction  to  the  Theory  of  Statistics,  5th  ed.,  1919. 
Pearson,  Karl,  Chances  of  Death. 
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Differential  for  state  macadam  and  dirt  roads. — The  differential 
for  dirt  and  macadam  roads  was  determined  by  cross-tabulation. 
In  the  final  results,  lands  on  macadam  roads  were  reduced  to  a 
dirt  road  basis.  Following  is  the  solution  of  the  problem:  First 
of  all,  a  simple  tabulation  gave  the  following  results : 

Average  value  per  acre  of  10,393  acres  on  dirt  roads  =  $147 
Average  value  per  acre  of  4,873  acres  on  state  roads  =     171 

Differential $24 

Tables  II  and  III  test  the  validity  of  this  differential  by  cross- 
tabulation.  The  assumption  basic  to  this  method  is  that  if  $24  is  a 
true  constant  difference  between  state  and  dirt  roads,  it  should 
appear  also  in  any  cross-tabulation  of  data  on  the  basis  of  other 
factors,  provided  the  acreage  included  in  each  class  interval  is 
large  enough  to  allow  the  effects  or  the  influence  of  the  other 
factors  to  average  out  or  compensate.  In  Table  III,  a  constant 
difference  of  about  $20  appears  in  the  classes  where  the  distribu- 
tion is  large :  for  example,  in  the  class  interval  "  Cost  of  buildings, 
$0-$12"— dirt  roads,  $131,  and  state  roads,  $153;  and  also  in  the 
class  $12-$2^1 — dirt  roads,  $152,  and  state  roads,  $173.  In  the  other 
classes  in  this  table,  the  number  of  acres  is  too  small  to  furnish 
evidence  as  to  the  genuineness  of  the  differential.  Similarly  in 
Table  IV,  the  cross-tabulation  on  the  distance-to-market  basis,  the 
differential  of  about  $20  again  occurs  in  the  classes  having  the 
large  distributions;  for  example,  in  class  interval  0-2.5  miles — dirt 
roads,  $160,  and  state  roads,  $180;  and  class  2.5-4.5  miles — dirt 
roads,  $155,  and  state  roads,  $173. 

TABLE  II 

Cross  Tabulation  on  Basis  of  State  and  Dirt  Roads  and  Cost  of  Build- 
ings PER  Acre 


Dirt  Roads 

State  Roads 

Cost 

of  buildings 

per  acre 

Value 
per  acre 

Acres 

Cost 

of  buildings 

per  acre 

Value 
per  acre 

Acres 

)?o-;5Si2 
12-  24 
24-  36 
56-  48 
48-  60 
60-  72 
72-  84 

^131 
152 
182 

213 

4.949 
4,037 
1,058 

349 

$C-$I2 
12-    24 
24-    36 
36-48 
48-    60 
60-    72 
72-   84 

)^i53 
173 
189 
164 
194 

349 

1,492 
2,164 

733 
176 

277 

30 
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TABLE  III 

Cross  Tabulation  on  Basis  of  State  and  Dirt  Roads  and  Distance  to 
Market  (Miles) 


Dirt  Roads 


Distance 
to  market 

Value 
per  acre 

Acres 

o-  2.5 

$160 

2,546 

2-5-  4.5 

155 

4,104 

4.5-  6.5 

133 

2,161 

6.5-  8.5 

131 

1.352 

8.5-10.5 

127 

155 

10.5-12.5 

78 

75 

State  Roads 


Distance 
to  market 

Value 
per  acre 

Acres 

0-  2.C 

;?i8o 

1,498 

2-5-  4-5 

173 

2,309 

4-5-  6.5 

203 

210 

6.5-  8.5 

138 

712 

8.5-10.5 

189 

40 

10.5-12.5 

169 

102 

From  the  results  in  Tables  II  and  III,  a  weighted  average  differ- 
ential for  state  roads  was  determined.  Only  the  differentials  ap- 
pearing in  the  largest  two  classes  in  these  tables  were  used.  These 
were  weighted  according  to  number  of  acres  in  the  class.  For 
Table  II,  this  gave  a  weighted  difference  of  $24.44  per  acre;  for 
Table  III,  $18.87  per  acre.  These  two  averaged  according  to  acre- 
age weights  gave  $21.92  as  the  weighted  average  differential. 

There  are,  however,  3,743  acres  of  land  located  on  dirt  roads, 
and  1,062  acres  located  on  state  roads,  at  distances  farther  from 
town  than  the  classes  used  in  obtaining  the  $21.92  differential,  at 
distances  ranging  from  4.5  to  12.5  miles  from  town,  which  might 
have  a  widely  different  differential.  However,  when  they  are 
thrown  together  so  as  to  give  enough  for  a  sample,  the  difference 
is  only  $26  per  acre,  $156  per  acre  for  the  land  on  state  roads,  and 
$130  for  the  land  on  dirt  roads. 

The  $21.92  differential  is  further  substantiated  by  separating 
farms  on  dirt  and  state  roads  and  correlating  each  group  with  dis- 
tances to  market.    The  following  forecasting  equation  results : 

X^  price  per  acre ;  Y  =  distance  to  market 
State  roads  :  X  =  187.29 — 7.04Y 
Dirt  roads:  X  =  161.47 — 5.05Y 

If  this  equation  is  applied  to  farms  at  various  distances  from 
market,  e.  g.,  1.25  and  3.75  miles,  the  following  prices  result: 

1.25  miles — state  road,  $178.49;  dirt  road,  $155.16;  difference,  $23.33 
3.75  miles — state  road,  $160.89;  dirt  road,  $142.53;  difference,  $18.36 


Average  difference    $20.8: 
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Again,  after  the  values  per  acre  of  the  farms  on  state  roads  were 
corrected  by  means  of  the  differential  $21.92,  all  the  farms  adja- 
cent to  Class  II  towns  ^  were  sorted  out  and  classified  on  the  basis 
of  state  and  dirt  roads.  The  5,842  acres  on  dirt  roads  when  thus 
corrected  averaged  $144.48  per  acre,  and  the  2,433  acres  on  dirt 
roads  $144.74  per  acre.  This  indicates  that  the  correction  $21.92 
must  be  very  nearly  right. 

Again,  when  farms  on  state  roads  and  dirt  roads  were  corre- 
lated separately  as  to  price  per  acre  and  distance  from  market,  the 
coefficients  of  correlation  were  r  =  — .394  and  r  =  — .240  respec- 
tively. After  the  values  of  farms  on  state  roads  were  corrected  by 
the  $21.92  differential,  and  the  values  of  all  farms  together  corre- 
lated with  distance  from  market,  the  coefficient  was  r  =  — .230, 
just  .01  from  the  — .240  coefficient.  Here  again  the  $21.92  differ- 
ential is  substantiated.  In  the  remaining  calculations,  therefore, 
the  farms  have  all  been  converted  to  the  dirt-roads  basis  according 
to  this  differential. 

In  this  connection,  it  should  be  understood  that  the  higher  value 
of  the  land  on  state  roads  is  due  to  the  fact  that  such  roads  are, 
and  always  have  been,  main  lines  of  travel,  as  well  as  to  the  quality 
of  the  road. 

Differential  for  influence  of  cities  and  villages,  markets,  etc. — 
The  cities  and  villages  in  the  area  were  put  in  two  classes  on  the 
basis  of  population  and  market  facilities.  Class  I  including  Man- 
kato.  Lake  Crystal,  and  Janesville,  and  Class  II  including  all  small 
towns  of  about  500  population. 

The  correction  for  the  influence  of  Class  I  towns  on  land  values 
was  worked  by  cross-tabulation  in  the  same  manner  as  the  differ- 
ential for  roads.  The  average  value  per  acre  of  3720  acres  adja- 
cent to  Class  I  towns  was  $158.36;  of  8290  acres  to  Class  II  towns, 
$143.98.  This  gives  a  difference  of  $14.37  per  acre.  Cross-classifi- 
cations were  made  to  test  the  validity  of  this  $14.37  as  a  true  con- 
stant difference.  Table  IV  shows  that  the  remaining  factors  affect- 
ing land  prices  average  nearly  the  same  for  Class  II  towns. 

TABLE  IV 
Average  Value  of  Factors  in  Each  Class  of  Towns 


Factors 

Class  I 

Class  II 

;Si5-52 
99-7 
86.9 

3-96 

512.71 
95.0 
85-5 
3.45 

Land-classification  index 

Distance  to  market,  miles 

^  Small  towns  of  about  500  population. 
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Analyzed  further,  the  following  results  appear: 

A.  For  all  farms  located  iYz  to  i^/2  miles  from  market,  with  productivity 
indexes  between  89  and  100,  the  price  of  the  land  averaged  for — 

,  Class  I  towns    $165.03   ( 1,299  acres) 

Class  II  towns    152.60   (903  acres) 

Difference  $12.43 

B.  For  all  farms  where  cost  of  buildings  per  acre  ranged  from  $12  to 
$24  per  acre,  the  prices  of  land  averaged  for — 

a.  Productivity  indexes  between  76  and  90  and — 

Class  I  towns    $161.84  (507  acres) 

Class  II  towns    151.48   (701  acres) 

Difference  $10.36 

b.  Productivity  indexes  between  90  and  104  and — 

Class  I  towns    $155.64  (817  acres) 

Class  II  towns    138.94   ( 1,486  acres) 

Difference   $16.70 

c.  Productivity  indexes  between  104  and   118  and — 

Class  I  towns    $166.52   (542  acres) 

Class  II  towns    i54o2   (1,076  acres) 

Difference   $12.00 

The  average  of  the  differences  in  a,  b,  and  c,  weighted  on  the 
basis  of  average,  is  $13.72. 

C.  For  all  farms  on  dirt  roads,  the  price  of  the  land  averaged  for — 

Class  I  towns $157.19   (2,915  acres) 

Class  II  towns    144.48   (5,842  acres) 

Difference   $12.71 

The  average  of  the  differences  in  A.  B.  and  C.  weighted  accord- 
ing to  acreage,  is  $12.82.  This  was  used  to  convert  all  Class  I 
towns  to  a  Class  II  basis. 

At  this  stage  in  the  analysis,  all  farms  have  been  reduced  to  the 
following  basis:  Sold  in  1919;  on  dirt  road;  adjacent  to  Class  II 
towns.  The  four  remaining  factors  influencing  land  prices,  namely, 
cost  of  buildings  per  acre,  type  of  land,  productivity  of  soil,  and 
distance  to  market,  will  be  handled  by  partial  correlation  methods. 

Calcidation  of  Jgig  depreciated  cost  of  buil-dings.  —  The  dimen- 
sions and  type  of  structure  of  each  building  were  obtained  in  the 
field.  From  the  dimensions,  the  cubic-foot  content  of  each  farm 
structure  was  calculated.  This  was  then  multiplied  by  a  certain 
cost  per  cubic  foot  depending  on  the  type  and  kind  of  structure. 
This  cost  was  then  depreciated  down  to  the  year  1919.     The  de- 
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preciation  rate  used  was  based  on  the  condition  of  repair  of  the 
building  and  its  age.  Cost  of  buildings  was  reduced  to  an  acre 
basis  before  being  used  in  the  correlation.  The  following  is  a 
sample  of  the  calculations  for  the  farm : 

TABLE  V 
Sample  Calculations  of  Building  Cost 


Building 


Dwelling  • . . . 

Barn 

Hen  house  .  • 
Machine  shed 
Milk  house    . . 

Granary 

Corn  crib  . . . 
Shed 


Cubic 

Cost  per 

feet 

cubic  foot 

11,520 

$.H 

16,456 

.05 

3-500 

•°5,. 

4,000 

•03K 

1,26a 

•05 

4,480 

.05 

7,500 

.03^ 

2,160 

•05 

Cost 


$r,6i2.8o 
822.80 
175.00 
140.00 
63.00 
224.00 
262.50 
1 08.00 


Depreciation 
to  1919 


38% 

51% 
80% 
80% 

51% 
28% 
80% 
28% 


Depreciated 
cost  1919 


;^999-94 
403-17 
35.00 
28.00 
30.87 
161.28 
52-50 
77.76 


Total  1919  depreciated  cost $1,788.52 


The  cubic-foot  costs  used  are  given  in  Table  VI.  Silos  were 
each  considered  separately  because  of  varying  types  of  construc- 
tion.^*^   For  depreciation  tables  used,  see  Appendix  B. 


TABLE  VI 
Building  Cost  Per  Cubic  Foot 


Type  of  building 


Dwellings,  frame,  small  box  house,  no  cornice 

Dwellings,  frame,  shingle  roof,  small  cornice,  plain  . 

Dwellings,  brick,  same  class 

Dwellings,    frame,    shingle    roof,    good   cornice,    sash 

weights,  good  house    

Dwellings,  brick,  same  class,  good  house   

Barns,  frame,  shingle  roof,  not  painted,  plain  finish. 
Barns,  frame,  shingle  roof,  painted,  good  foundation 

Single  corn  crib  *    

Double  corn  crib  *    

Machine  shed  * 


Cost  per 

cubic  t 

foot 

m 

1919 

Cen 

s 

9J^ 

12 

to 

14 

i6J^ 

to 

19 

i6J^ 

to 

19 

21;^ 

to 

24 

3/2 

to 

6 

6 

to 

7 
4 
3K2 

*  Calculated  by  the  writer. 

t  Wm.  Arthur,  New  Building  Estimator,  p.  311.  Prices  for  1902  were 
raised  to  the  1919  level  by  using  the  U.  S.  Bureau  of  Labor  indices  of  build- 
ing material  prices,  and  wages  of  carpenters,  bricklayers,  painters  and  com- 
mon laborers.     Bulletins  Nos.  zbg  and  77,  U.  S.  Bureau  of  Labor. 

10  Ibid.     Silo  cost  data,  pp.  535-555. 
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Land-classification  index. — The  percentage  of  each  type  of  land 
could  have  been  entered  directly  in  the  multiple  correlation  equa- 
tion, but  not  without  increasing  the  required  calculations  many  fold. 
Hence,  all  the  grades  were  reduced  to  a  common  denominator  and 
expressed  in  one  figure,  which  was  called  the  land  classification 
index.  This  was  calculated  by  weighting  the  percentage  of  each 
class  of  land  by  a  figure  representing  its  approximated  relative 
value  significance.     The  weights  used  were :  ^^ 

Weights 

Grade   i.     Woods — not  potentially  tillable  ^^    i/^ 

Grade  2.     Woods — potentially  tillable   I/2 

Grade  3.     Wild  hay  land    % 

Grade  4.     Tillable   i 

Following  is  an  illustration  of  how  this  method  was  applied  to  a 
given  farm.  The  10  per  cent  of  Grade  1  land  was  multiplied  by 
the  weight  Vs,  etc.     The  index  for  this  farm  is  82. 

Grade                               Per  cent  Weights  Index 

Grade   i    10                        Ys  2 

Grade  2   10                        J^  5 

Grade  3    20                        ^  15 

Grade  4   60                          i  60 

Land  Classification  Index   82 

Productivity-of-soU  index. — The  productivity  index  is  a  relative 
figured  on  the  basis  of  the  average  yields  of  the  principal  crops 
grown  in  Blue  Earth  County.  The  crops  were  considered  of  equal 
weight.  The  index  for  each  farm  is  the  average  ratio  of  the  three 
to  five  year  average  crop  yield  of  the  farm  to  the  average  crop 
yield  of  the  county.  Ordinarily  it  would  be  well  to  weight  the 
diflferent  crops  according  to  their  importance,  but  in  this  case  the 
crops  were  of  about  the  same  importance. 

1^  The  weights  were  approximations  resulting  from  judgments  based  on 
the  observation  of  sales  of  the  various  grades,  and  on  data  in  Mintiesota 
Bulletin  145,  "  The  Cost  of  Producing  Minnesota  Farm  Products  " ;  Minne- 
sota Special  Bulletin  No.  ig,  "  Cost  of  Milk  Production  " ;  Minnesota  igso 
Census;  and  the  Crop  Reporter,  Dec,  1919.  The  weight  ->4  placed  on  wild 
hay  land  may  seem  a  little  large ;  but  this  was  usually  good  low  land  which 
could  be  tilled.  It  was  not  tilled,  however,  because  the  farmers  found  that 
especially  in  dry  seasons  the  wild  hay  crop  would  compensate  for  the  short 
crop  of  tame  hay. 

^2  Includes  other  not  potentially  tillable  land  which  can  be  pastured. 
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TABLE  VII 
Illustration  of  Calculation  of  Productivity  Index  for  One  Farm 


Crops  grown 


Average  yield 
per  acre 


Corn,  bu 

Oats,  bu 

Spring  wheat,  bu 

Clover  and  timothy,  tons' 

Productivity-of-soil  index 


65 

55 

18 

2 


County 

average  yield 

per  acre 


48.23 
41.26 

12.53 
2.18 


Per  cent  of 

county 
average  yield 


134-7 
133-2 

143-5 
91.5 

125.80 


Distance  to  market.  —  The  distance  to  market  was  obtained  by 
asking  the  farmer  the  question,  How  far  is  it  to  the  town  where 
you  market  most  of  your  products? 

The  correlation. — The  following  five  factors  were  then  consid- 
ered in  multiple  correlation : 

X    =  Value  per  acre  corrected  as  previously  explained. 
X,  =  1919  depreciated  cost  of  buildings  per  acre. 
X    =  Land  classification  index. 
X    =  Productivity  of  soil  index. 
X^  =  Distance  to  market. 

The  forecasting  equation  which  resulted  is : 

X^  =  +  57-785  +  1-067X,  +  .7279X3  +  .i658X^  -  3-422Xj 

It  is  interesting  to  note  some  of  the  relationships  brought  out  by 
the  equation.  An  increase  in  a  dollar's  worth  of  buildings  per 
acre  increases  the  land  value  $1.07  per  acre.  This  is  a  very  signifi- 
cant result,  as  it  substantiates  the  general  practice  of  adding  the 
depreciated  cost  of  buildings  to  the  land  value  in  order  to  secure 
the  value  of  the  farm  real  estate.  It  also  indicates  the  relative 
accuracy  of  the  method  used  in  this  investigation  for  calculating 
the  depreciated  building  costs.  An  increase  of  one  point  in  the 
land  classification  index  results  in  a  rise  in  the  value  per  acre  of 
73  cents.  In  this  area  the  productivity-of-soil  index  was  the  least 
significant  factor  studied.  An  increase  of  one  point  in  this  index 
results  in  a  17  cent  increase  in  the  value  per  acre.  This  index 
merely  indicates  soil  productivity  differences,  most  of  the  land 
variation  being  indicated  by  the  land-classification  index.  The 
most  interesting  and  yet  the  most  difficult  relationship  to  study 
was  that  of  distance  to  market  and  value  per  acre.  Coupled  with 
this  relationship  is  the  relative  significance  of  the  type  of  road  and 
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class  of  town.  On  a  farm  which  is  on  a  dirt  road  and  adjoining  a 
Class  II  town,  each  mile  from  town  decreases  the  land  value  per 
acre  $3.42. 

The  extreme  range  in  value  of  buildings  per  acre  is  from  noth- 
ing, on  40  pieces  of  land,  to  $83;  the  ordinary  range  is  from  $5  to 
$35  per  acre,  and  the  model  group  is  from  $10  to  $20. 

The  land-classification  index  ranges  from  25  to  100  (on  25 
farms),  and  all  but  31  farms  have  an  index  of  I'S  or  more.  A  farm 
with  an  index  of  75,  other  things  being  the  same,  will  be  worth 
$18.20  less  per  acre  than  one  with  an  index  of  100,  and  one  with 
an  index  of  50  will  be  worth  $36.39  less.  The  extreme  range  in 
productivity  indices  is  from  60  to  140,  and  the  ordinary  range  from 
80  to  120.  A  farm  with  a  productivit>-  index  of  80,  other  things 
being  the  same,  is  worth  $6.63  less  per  acre  than  a  farm  with  an 
index  of  120. 

Half  of  the  farms  were  between  2  and  5  miles  from  market;  20 
more  were  between  5  and  7  miles,  and  22  more  between  7  and  9 
miles;  19  less  than  2  miles  from  market.  Other  things  being  the 
same,  the  farm  farthest  from  market,  11 3^  miles,  is  worth  $35.92 
less  per  acre  than  the  farm  a  mile  from  market. 

Following  are  two  illustrations  of  the  use  of  the  forecasting 
equation : 

Xo.  1.  Farm  sold  in  1918  for  $150  per  acre — state  road,  Qass  I 
town : 

X^  =  1919  depreciated  cost  of  buildings  per  acre. .  . .  $36.24 

X    =  Land  classification  index    87 

X    =  Soil  productivity  index    96.6 

X.  =  Distance  to  market 9  miles 

Xj    =   57-785  +  i.o67X^,  -L  .7279X3  -f-  .i6s8X^  —  3.4219X- 

Xj  =  57-785  +38.668  +  63.327  -f  16.016  —  30.797 

X^    =144.999 

21,92  state  road  correction 
12,82  "  Class  I  "  town  correction 


179-739 
.8584  (1918  land  value  index) 

$154,28  =  estimate,     $150  =  actual  sale  price. 

No.  2.    Farm  sold  in  1919  for  $135  per  acre — dirt  road.  Class  II 
town: 

Xg  ^  1919  depreciated  cost  of  buildings  per  acre. . . .  $12.47 

X    =  Land  classification  index    75-62 

X^  ■=.  Soil  productivitj-  index   103.7 

Xg  =:  Distance  to  market 3.5  miles 
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X^    =    57.785  +  I.067X,  +  .7279X3  +  .i658X^  —  34219X5 

x^  =  57-785  +  13-305  +  55-043  +17-193  —  11-976 

X     =  131-35  =  estimate.     $135  =  actual  sale  price. 

The  multiple  correlation  between  one  variable,  such  as  land  sale 
prices,  and  several  other  variables,  such  as  the  four  value  factors, 
is  expressed  by  R,  which  in  this  case  equals  .81.  If  these  four 
factors  alone  accounted  for  all  the  variations  in  sale  prices,  R 
would  be  1.00.  Statisticians  consider  an  analysis  giving  a  result 
as  high  as  .81  as  reasonably  successful. 

Appraisal  by  means  of  this  equation  involves  a  probable  or  aver- 
age error  of  9.55  per  cent  of  the  average  sale  price,  or  $15  per 
acre.  This  means  substantially  that  one-half  of  the  appraisals 
would  be  less  than  9.55  per  cent  in  error,  and  that  the  other  half 
would  have  more  error  than  this. 

The  forecasting  equation  was  applied  to  each  farm  in  the  survey 
and  the  results  checked  against  the  sale  prices.  A  frequency  table 
of  the  differences  show  that  24  farms  are  within  $5  of  the  sale 
price,  and  22  more  within  $10  of  the  sale  price.  On  the  other 
hand,  there  are  13  farms  more  than  $30  too  low,  and  21  farms 
more  than  $30  too  high.  When  these  farms  are  examined,  certain 
deficiencies  in  the  present  survey  become  apparent. 

First,  it  is  evident  that  the  method  of  reducing  the  sale  price  to 
the  1919  basis  by  indices  based  on  the  average  of  the  year's  sales, 
has  introduced  considerable  error,  especially  in  farms  sold  in  1919 
when  the  land  boom  was  getting  under  way.  This  is  obviously  the 
largest  source  of  error.  This  error  can  be  eliminated  largely  in 
future  surveys. 

Second,  it  is  evident  that  the  land  classification  index  was  crude 
and  based  on  insufficient  evidence.  The  proper  method  is  to  in- 
clude the  proportions  of  the  different  classes  of  land  as  variables 
in  the  multiple  correlation  analysis.  Each  class  of  land  will  then 
be  represented  by  a  term  in  the  forecasting  equation.  This  error 
showed  especially  in  pieces  of  land  with  no  buildings  upon  them, 
which  sometimes  were  nothing  but  meadows  or  timber  lots. 

Third,  special  circumstances  affecting  many  of  the  farms  were 
not  included  in  the  analysis.  Among  these  are  location  close 
enough  to  a  city  to  give  the  land  prospective  value  as  sites  for  city 
residences.  Another  is  location  on  a  lake  front.  Future  surveys 
may  omit  these  farms,  or  else  include  enough  of  them  to  permit  the 
special  circumstances  involved  to  be  included  in  the  equation. 

Fourth,  the  method  of  analysis  assumes  a  straight  line,  or  linear 
relationship.  In  some  cases  another  mathematical  function  would 
give  a  better  fit  and,  of  course,  more  accurate  results. 

Fifth,  the  yield  data  did  not  cover  a  long  enough  period.  A  sys- 
tematic use  of  this  method  would  give  data  over  a  constantly  in- 
creasing number  of  years. 
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The  equation,  however,  gives  relatively  small  weight  to  produc- 
tivity in  so  far  as  it  is  not  included  in  land  classification. 

It  is  likely  that  the  productivity  of  the  land  in  producing  pastur- 
age for  dairy  and  beef  cattle  and  sheep  should  figure  in  the  index 
wherever  these  are  important  farm  enterprises.  Also,  as  already 
pointed  out,  the  various  crops  should  be  weighted  according  to  their 
importance  on  any  farm. 

After  all  these  improvements  have  been  introduced  into  the 
method,  there  will  still  be  a  difference  between  the  actual  sale 
price  of  any  farm  and  that  which  the  equation  would  indicate. 
The  primary  reason  for  this  is  the  disorganization  of  the  land 
market  already  discussed.  The  same  quality  of  land  does  not  sell 
for  the  same  price  at  the  same  time.  Many  sales  are  made  at  prices 
too  high  or  too  low.  In  this  respect,  the  values  indicated  by  the 
equation  will  be  more  accurate  than  the  actual  sale  prices.  The 
other  error  remaining  will  be  due  either  to  errors  in  the  measures 
used  for  productivity,  land  classification,  value  of  buildings,  class 
of  town  or  t>^pe  of  road,  or  to  the  presence  of  other  factors  affect- 
ing land  values  on  certain  of  the  farms. 

It  is  not  unreasonable  to  believe,  however,  that  the  probable 
error  can  be  reduced  under  5  per  cent,  perhaps  under  3  per  cent, 
in  areas  where  the  land  is  as  uniform  as  in  Blue  Earth  County.  A 
probable  error  of  3  per  cent  would  mean  that  half  the  appraisals 
were  within  less  than  $4.70  per  acre  of  the  sale  price.  If  this  could 
be  accomplished,  the  appraised  value  would  undoubtedly  be  a  safer 
measure  of  value  than  actual  sale  price  on  a  majority  of  farms. 
In  other  words,  it  would  mean  that  the  errors  in  this  method  were 
less  than  the  errors  caused  by  the  disorganization  of  the  land 
market. 

In  areas  where  land  is  less  uniform  in  type  and  quality,  it  is  not 
likely  that  as  accurate  an  equation  can  be  obtained. 

Application  to  Assessment 

The  assessed  valuations  of  the  160  farms  covered  in  the  survey 
have  the  amazing  probable  error  of  26.7  per  cent  of  the  average 
sale  value,  or  $33  per  acre,  compared  with  the  probable  error  of 
9.55  per  cent  of  the  average  sale  value,  or  $15  per  acre,  in  the 
results  obtained  in  this  survey.  A  probable  error  of  26.7  per  cent 
means  substantially  that  half  the  assessed  valuations  are  more  than 
^33  per  acre  above  or  below  the  sales  price.  If  nothing  more  had 
been  done  than  to  apply  the  average  sales  price,  $157.23  per  acre, 
uniformly  to  all  farms,  the  probable  error  would  have  been  only 
16.4  per  cent,  or  $25.76  per  acre. 

This  method  of  analysis  of  assessed  values  sets  up  sales  prices  as 
the  standard,  and  all  departure  from  this  is  considered  as  an  error. 
From  the  standpoint  of  the  state  as  a  whole,  and  on  the  assumption 
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that  all  forms  of  property,  city  real  estate,  railroads,  mines,  etc., 
can  be  and  are  assessed  at  full  current  values,  this  method  of 
analysis  is  correct.  Also  from  the  point  of  view  of  distributing 
state  taxes  equitably  between  the  various  counties  of  the  state, 
either  all  farms  should  be  assessed  at  current  market  value,  or  else 
all  on  some  other  uniform  basis  that  gives  equal  departure  from  it 
in  all  counties.  It  is  hard  to  conceive  of  any  workable  standard 
other  than  current  market  values. 

However,  from  the  point  of  view  of  treating  all  farms  in  a 
county  alike,  the  foregoing  analysis  does  not  fit.  Of  the  error  of 
$33  per  acre,  $11  was  due  to  the  fact  that  land  is  in  general  assessed 
too  low.  If  the  level  of  assessed  value  is  set  up  as  the  standard, 
and  departures  from  this  are  considered  as  error,  then  the  probable 
error  is  $21  per  acre,  or  17.3  per  cent  of  the  average  sale  value  at 
the  time  of  assessment.  The  percentage  figure  is  the  proper  basis 
of  comparing.  This  17.3  per  cent  is  to  be  compared  with  16.4  per 
cent  probable  error  if  the  average  sales  price  had  been  applied 
uniformly  to  all  the  farms,  or  9.55  per  cent  if  the  method  of  ap- 
praisal as  outlined  had  been  used,  and  perhaps  under  3  per  cent  if 
this  method  were  further  developed  and  the  equation  expanded  to 
include  more  variables. 

The  method  of  appraisal  here  outlined  could  be  generally  used 
for  purposes  of  assessment.  Ordinarily  the  county  would  be  the 
unit,  although  it  might  be  advisable  to  section  the  county  if  it  had 
two  or  more  distinct  types  of  soil,  topography,  and  agriculture.  To 
start  with,  the  first  year  under  the  new  method  the  assessors  in 
their  regular  visits  would  fill  out  a  schedule  much  like  the  one  in 
Appendix  A.  In  succeeding  years,  all  the  additional  information 
which  they  would  get  would  be  yields  during  each  preceding  year, 
and  dimensions  and  description  of  new  buildings  and  other  im- 
provements. From  the  assessor's  reports,  the  farms  sold  within 
recent  years  would  be  selected,  and  the  data  on  the  assessor's  sched- 
ules for  these  farms  used  in  a  correlation  analysis  with  the  re- 
corded sales  prices  now  regularly  obtained.  This  would  give  an 
equation  which  could  be  applied  to  all  farms  in  the  county.  The 
actual  assessing  of  land  values  could  be  done  in  the  office  of  the 
State  Tax  Commission.  Once  the  equation  was  obtained  it  woiUd 
be  used  year  after  year  simply  by  correcting  it  to  fit  the  changes  in 
land  values  indicated  by  the  sales  records.  A  recalculation  of  the 
equation  after  several  years  would,  however,  be  desirable  so  as  to 
make  use  of  the  gradually  accumulating  yield  data. 

There  would  be  some  extra  expense  involved  in  getting  the  new 
system  under  way.  The  assessor's  work  would  be  heavier  the  first 
year.  The  calculating  of  the  equation  the  first  year  would  take  two 
or  three  persons  perhaps  a  month.  But  once  the  system  was  under 
way,  it  is  doubtful  whether  it  would  entail  any  greater  expense. 
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After  the  first  year  the  work  of  the  local  assessors  would  be  sim- 
plified and  reduced.  In  the  end,  therefore,  there  might  be  xtry 
little  for  the  assessor  to  do.  He  would  become  a  sort  of  enu- 
merator, all  valuations  being  made  by  the  Tax  Commission.  As- 
sessments could  then  be  taken  entirely  out  of  politics.  Farmers 
would  know  that  their  farms  were  being  assessed  on  a  strictly 
objective,  scientific  basis,  with  no  possible  chance  for  favoritism 
or  prejudice. 

Using  this  method,  the  State  Tax  Commission  could  at  one 
stroke  attain  the  "  full  and  true  "  value  assessment  which  is  so 
difl5cult  with  local  assessors  making  the  valuations. 

What  is  even  more  important,  once  the  significance  of  the  vari- 
ous factors  influencing  land  values  was  determined,  taxes  could  be 
levied  more  equitably  and  intelligently.  For  example,  road  ex- 
penses could  be  distributed  according  to  road  benefit.  Location 
value  could  be  taxed  at  a  different  rate  from  buildings  or  produc- 
tivit\'  value. 

Closely  related  to  the  foregoing  is  the  use  of  the  method  to  de- 
termine benefits  and  damages  from  drainage  ditches,  roads,  and 
other  local  improvements.  Equations  already  developed  for  gen- 
eral taxation  purposes  would  be  sufficient  in  some  cases ;  in  others, 
special  surveys  would  need  to  be  made. 

APPENDIX  A 
SCHEDULE 


Land  :  '                   No.  of  farm 

Acres  in  purchase Name   of  owner  

Woods  not  pastured  Date  of  purchase 

Potentially  tillable  XXXXX    Distance  to  market  

Woods  pastured    .   Name  of  market  

Potentially  tillable  XXXXX    Type  of  road  

Other  non-tillable  pasture    .    Rods  frontage    

Rough Wet Stony XXXXX    Topography 

Tillable  pasture    .    

Wild  hay  land  (  )   Soil  types    

Other  tillable  land  .   Remarks  

Waste  land  (  )  


82 


NATIONAL  TAX  ASSOCIATION 


Buildings 

Dimensions 

When 
built 

Construction 
cost 

Condition 

Type  of 
construction 

Remarks 

Dwelling    

Barn 

Hog  barn 

Hen  house 

Corn  crib 
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Crops 

Yields 

Year 

Corn 

Silage 

Oats 

Barley 

S.  Wheat 

W.  Wheat  Rye 

Potatoes 

Wild  hay 

1 
Tame  hay 

1920  .. 

1919  .. 

1 

1918  .. 

1917  .. 

1916  .. 

Instructioxs  for  Use  of  the  Schedule 

1.  Number  each  schedule  with  the  number  which  appears  on  the 
county  map  and  sales-transfer  card. 

2.  Check  the  "  acres  in  purchase  "  against  the  seven  classes  of 
land  listed,  namely,  "'  woods  not  pastured,"  "  woods  pastured," 
"other  non-tillable  pasture,"  "tillable  pasture,"  "wild  hav  land," 
"  other  tillable  land,"  and  "  waste  land." 

3.  The  classification  is  so  arranged  that  tillable  land  can  be  sep- 
arated from  all  non-tillable  land;  also  pasture  land  from  crop  land 
and  woods.     These  totals  can  be  worked  out  later. 

4.  Under  "non-tillable  pasture"  indicate  by  a  check  mark  whether 
it  is  non-tillable  because  of  roughness,  wetness,  or  stones.  If  there 
are  two  or  more  reasons,  indicate  the  number  of  acres  accounted 
for  by  each. 

5.  "  Wild  hay  land  "  will  include  meadow  too  wet  to  be  plowed, 
and,  in  some  cases,  land  too  rough  to  be  plowed.  Indicate  in  the 
parenthesis  following  the  reason  the  land  is  kept  in  wild  hay. 

6.  Indicate  in  the  parenthesis  after  "  waste  land  "  the  nature  of 
the  waste  land.  The  part  of  the  waste  land  which  is  caused  bv 
roads  can  be  estimated  from  the  "rods  frontage"  listed  in  the 
next  column. 

7.  Fill  in  the  name  of  owner  and  date  of  purchase  before  visit- 
ing the  farm. 

8.  In  a  few  cases  you  will  find  that  the  farm  you  visit  has  been 
sold  since  your  last  record  of  transfer.  If  you  can  get  the  farmer 
to  tell  you  the  amount  of  the  transfer,  it  will  be  worth  while  for 
you  to  take  the  record  as  of  the  latest  date. 
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9.  Under  "  rods  frontage  "  count  up  the  number  of  rods  of  road 
taken  out  of  the  farm.  If  the  road  passes  through  the  farm,  the 
rods  will  need  to  be  doubled,  because  in  this  case  four  square  rods 
will  be  taken  out  for  each  rod  of  road  in  place  of  two  square  rods. 

10.  Under  "  soil  types  "  indicate  the  soil  type  as  described  in  the 
soil  map  of  Blue  Earth  County.  If  a  farm  has  more  than  one  soil 
type,  indicate  the  relative  proportions  of  each.  This  will  require 
that  the  farm  be  located  rather  definitely  on  the  soil  map.  This 
can  probably  be  done  by  matching  the  soil  map  against  the  plat 
book  map.     This  work  can  be  done  mostly  after  you  get  home. 

11.  Under  "remarks"  mention  any  unusual  circumstances,  such 
as  stony  land,  floods,  poor  drainage,  run-down  soil,  land  improve- 
ments, etc. 

12.  '■  Construction  cost."  Obtain  the  cost  of  original  construc- 
tion of  a  building  whenever  the  farmer  happens  to  know  what  it  is. 

13.  "  Condition."  In  general,  describe  the  condition  of  the  build- 
ing as  "  very  good,"  "  good,"  "  fair,"  "  poor,"  or  "  very  poor." 
Abbreviations  may  be  used  for  these  terms. 

14.  Under  "  remarks  "  enter  any  special  circumstances  connected 
with  the  construction  of  any  of  these  buildings,  such  as  sanitary 
barn  equipment,  etc. 

15.  Express  the  "yields"  of  the  various  crops  in  their  usual 
units,  i.  e.,  corn  in  bushels  per  acre,  silage  in  tons  per  acre,  etc. 
Get  data  as  to  yields  from  any  available  source  that  you  can.  Very 
frequently  the  farmer  who  is  on  the  place  will  not  know  very  much 
about  the  yields  made  by  his  predecessor.  If  necessary,  get  the 
desired  information  from  the  neighbors,  threshermen,  etc. 

16.  The  classification  "tame  hay"  may  mean  red  clover,  alfalfa, 
timothy,  or  timothy  and  clover  mixed.  It  might  be  well  to  indicate 
which  is  referred  to,  by  some  form  of  abbreviation. 

APPENDIX  B 
TABLE  I 

Depreciation*  Table  for  Frame  Dwellings  * 

Percentage  depreciation  according  to  condition 
Years 


1    

2    

3  

4  

5  

6  

*  Used  in  Cleveland  Valuation,  published  in  Neiu  Building  Estimator,  by 
Wm.  Arthur. 


Good 

Fair 

Bad 

Per  cent 

Per  cent 

Per  cent 

3 

4 

lO 

6 

7 

17 

8 

10 

23 

ID 

12 

27 

13 

IS 

31 

IS 

17 

34 
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/ 

8 
9 

10 

II 

12 

13 
14 
15 
i6 

17 

i8 
19 

20 
21 
22 

23 
24 

25 
26 

27 
28 
29 
30 
31 
32 

33 
34 
35 
36 
37 
38 
39 
40 

41 
42 

43 
44 
45 
46 

47 
48 
49 
50 


17 

19          37 

18 

21          40 

20 

23          42 

22 

25          45 

23 

26          47 

25 

28          49 

26 

30          f 

I 

28 

31          S3 

29 

32          55 

30 

34          57 

31 

35          58 

32 

36          60 

33 

37          t 

I 

34 

38          63 

34 

39          6 

5 

35 

40          66 

36 

41           68 

37 

42          69 

37 

43          7 

I 

38 

44          72 

39 

45           74 

39 

46          75 

40 

47          79 

41 

48          80 

41 

48          80 

42 

49          82 

42 

50          83 

43 

51          8 

5 

43 

52          86 

44 

53          88 

45 

53          90 

45 

54          9 

I 

46 

55          93 

46 

56          9 

5 

47 

57 

47 

59 

48 

59 

48 

59 

49 

60 

!;o 

61 

^0 

61 

51 

63 

51 

64 

52 

64 
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TABLE  II 
Depreciation  Table  for  Brick  Dwellings 
Years  Depreciation 

Per  cent 

1   5 

2   7 

3   9 

4  II 

5   13 

10   i8 

15   23 

20    28 

25  Z3 

30  39 

35  45 

40  SO 

50  60 

60  70 

70  80 

TABLE  III 

Depreciation  Table  for  Barns,  Granaries,  and  Other  Farm  Buildings  * 

Depreciation  rate  according  to  condition 

Years                                            Good                    Fair  Bad 

Per  cent               Per  cent  Per  cent 

1    10                          12  14 

2   12                          15  17 

3    •.  14  18  20 

4    16  21  23 

5  18  23  26 

6  20  26  29 

7  22  29  32 

8  24  32  35 

9  26  35  38 

10   28  38  41 

11   30  41  44 

12   32  43  47 

13  35  47  53 

14  38  51  59 

15   41  55  65 

16  43  59  71 

17  46  63  77 

18  49  67  83 

19  52  71 

*  The  Bernard  Depreciation  Table,  Hoiv  to  Assess  Property  in  Cities  and 
Rural  Towns.  In  report  of  the  Wisconsin  Tax  Commission,  1914,  p.  32. 
H.  V.  Cowles  and  T.  H.  Leenhouts. 
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20  55  75 

21   58  79 

22  61 

23  64 

24  67 

25  70 

26   73 

27  76 

28   79 

29   82 

30   

Chairmax  Sutherland:  Mr.  Haas,  in  addition  to  presenting  a 
very  interesting  paper,  hit  his  time  to  the  minute.  I  suggest,  before 
there  is  any  general  discussion,  that  if  there  are  any  questions  to 
be  addressed  either  to  Mr.  Zangerle  or  Mr.  Haas,  you  propose 
them  now. 

Mr.  J.  V.  Gary:  Mr.  Chairman,  I  should  like  to  ask  ^Ir.  Haas 
how  he  arrives  at  the  value  of  his  factors? 

Mr.  Haas  :  It  is  prettj'  hard  to  explain  to  a  person,  unless  he  is 
trained  in  statistics,  but  the  technical  name  of  the  method  is  "  mul- 
tiple correlation."  In  other  words,  we  have  a  mathematical  method 
which  will  hold  all  other  factors  constant  and  determine  the  effect 
of  one  factor,  having  one  factor  vary  at  a  time.  The  fundamental 
basis  is  the  calculus  of  probability  and  it  can  be  proven  mathe- 
matically to  be  accurate.  It  is  a  mathematical  analysis.  (Laughter 
and  applause) 

Mr.  Gary  :  Mr.  Chairman,  I  should  like  to  ask  the  gentleman 
just  how  many  people  there  are  in  the  United  States  who  can  arrive 
at  those  mathematical  factors  ? 

Mr.  Haas:  A  trained  statistician  could  do  this  job  up  in  a  hurry, 
once  he  had  his  data  collected. 

Mr.  McKenzie  :  I  should  like  to  ask  Mr.  Zangerle  a  question  in 
regard  to  the  distribution  of  the  state  aid  to  schools.  As  I  under- 
stood him,  his  theory  was  that  the  public  utilities  should  be  valued 
by  the  state  and  then  that  the  money  which  is  turned  back  to  the 
districts  for  the  benefit  of  the  schools  should  be  distributed  on  the 
basis  of  the  school  population  or  on  the  assessed  value  of  the  vari- 
ous school  districts. 

I  should  like  to  ask  Mr.  Zangerle  whether,  if  it  is  done  on  that 
basis,  you  wouldn't  get  tliis  result;  that  the  most  populous  and 
richest  districts  would  get  the  bulk  of  the  money  and  the  poor 
school  districts  of  the  country  would  be  starved. 

Mr.  Zangerle  :  I  would  say  that  the  poorest  assessed  districts 
would  get  the  worst  of  it. 
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The  point  of  my  argument  was  this:  We  have  to  do  something 
to  stimulate  assessments;  we  have  to  do  something  to  assist  the 
assessor.  We  have  not  been  doing  that.  The  assessor  has  been 
an  autocrat,  unsupported  by  any  laws,  unsupported  by  the  financial 
interests  of  the  taxpayers. 

Now  it  may  be  that  there  are  latent  defects  and  that  there  are 
improprieties  and  antagonisms  in  such  a  scheme,  but  I  think  it  is 
of  such  great  importance  in  this  battle  (as  I  call  it)  between  rates 
and  assessments,  which  we  find  in  all  of  the  states  of  the  Union, 
that  something  ought  to  be  done  to  stimulate  the  assessments  and 
not  leave  the  assessor  solely  an  autocrat  as  at  the  present  date. 

At  best,  assessing  is  a  difficult  proposition ;  it  is  an  autocratic 
function,  and  what  we  ought  to  do  is  to  popularize  it  in  some  way. 

Answering  again  your  objection,  I  say  that  the  districts  that  are 
the  most  poorly  assessed  will  get  the  worst  of  it — and  they  ought  to. 
I  noticed  that  in  your  own  state  of  New  York,  after  you  had  dis- 
tributed the  income  tax  according  to  the  assessed  valuation  of  land 
and  buildings,  it  caused  an  immediate  stimulus  to  increased  valua- 
tions in  a  number  of  your  counties. 

Mr.  McKenzie:  I  should  like  to  call  this  gentleman's  attention 
to  one  factor  that  he  has  not  covered,  which  is  a  very  vital  one. 
It  is  this :  His  answer  has  not  covered  the  case  and  I  can  illustrate 
it  better  by  just  taking  two  school  districts.  I  happen  to  know  of 
a  school  district  where  there  is  a  manufacturing  institution  and  a 
railroad.  They  have  a  very  low  tax  rate.  Within  five  miles  is 
another  school  district  where  there  is  nothing  but  a  lot  of  hill 
farms.  It  isn't  the  fault  of  the  assessor  that  they  have  a  high 
rate  in  this  school  district  where  they  have  the  farms  and  a  low 
tax  rate  in  the  school  district  where  the  manufacturing  plant  is 
located.  It  isn't  the  fault  of  the  assessor  that  the  rate  in  one 
school  district  is  thirty  times  the  rate  in  the  other. 

In  the  county  in  which  I  live,  we  pay  four  times  as  much  as  the 
tax  rate  paid  in  the  county  in  which  Rochester  is  situated.  There 
isn't  any  reason  why  Delaware  County  in  New  York  should  pay 
four  times  the  tax  rate  that  they  do  in  the  county  in  which  Roches- 
ter is  situated,  and  the  reason  for  it  is  because  we  distribute  on  the 
basis  which  Mr.  Zangerle  has  cited.  It  is  one  of  the  vital  things 
which  I  believe  should  be  corrected. 

Mr.  W.  p.  Richards  (Washington,  D.  C.)  :  Mr.  Chairman,  I 
should  like  to  ask  Mr.  Zangerle  a  question,  but  I  desire  to  preface 
it  with  a  little  explanation.  We  have  in  the  District  of  Columbia 
something  that  I  don't  think  you  have  anywhere  else  in  the  coun- 
try— we  have  a  rent  commission,  composed  of  five  people.  This 
rent  commission  was,  of  course,  instituted  by  Congress  a  number 
of  years  ago  and  is  still  functioning.     Its  time  expires  some  time 
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next  May.  Two  of  the  five  members  are  lawyers.  They  have  a 
rule  for  arriving  at  this  thing  with  fairness.  They  call  in  so-called 
experts  and  try  to  determine  the  rate  at  which  a  certain  building 
can  be  put  up  at  the  present  time.  They  determine  the  life  of  that 
building;  how  long  it  has  been  built,  and  allow  a  certain  deprecia- 
tion. They  then,  through  so-called  experts,  determine  the  value 
of  the  ground.  The  ground  is  added  to  the  value  of  the  building, 
after  the  depreciation  is  taken  off.  They  then  allow  so  much  ex- 
pense during  the  year;  if  it  is  an  apartment  house,  one  kind  of  an 
expense;  if  it  is  a  dwelling,  another  kind  of  an  expense,  and  then 
they  allow  a  percent  net  on  this  value  that  they  have  fixed. 

I  should  like  to  ask  Mr.  Zangerle  if  he  would  like  to  have  that 
commission  out  in  Cleveland,  and  whether  it  would  help  him  any 
in  his  assessment  business?     (Laughter) 

Mr.  Zangerle:  Speaking  for  myself,  as  one  of  the  autocrats  of 
Cuyahoga  County,  I  don't  believe  I  would  care  to  employ  those 
gentlemen ;  I  don't  believe  I  would  care  to  attempt  to  arrive  at  the 
value  of  any  of  our  properties  in  Cleveland  in  that  way.  I  could 
show,  and  I  am  sure  the  building  owners  of  the  large  buildings 
would  show  that  they  were  not  earning  three  per  cent;  that  is  to 
say,  attempting  to  arrive  at  net  income  involves  questions  of  repro- 
duction value,  questions  of  depreciation,  which  question  in  itself 
is  a  very  deep  proposition;  questions  of  amortization;  questions  of 
business  skill  in  renting;  questions  of  obsolescences;  in  fact,  there 
are  so  many  questions  that  your  net  income  would  not  be  a  safe 
criterion. 

At  this  time  let  me  say  that  as  county  assessor  in  my  county,  I 
called  upon  the  big  building  owners  in  1921  for  quite  a  complete 
statement,  to  find  out  whether  on  the  assessed  value  they  were 
profiteering,  because  profiteering  was  in  the  air  at  that  time. 
Rents  were  being  increased  two,  three  and  four  fold  by  the  office 
buildings  of  Cleveland,  and  after  they  had  depreciated,  mark  you, 
three  per  cent,  which  I  took  with  an  air  of  reservation,  they  showed 
that  the  buildings  of  the  large  type  in  Cleveland  were  not  earning 
six  per  cent  on  the  assessed  value,  and  therefore  if  eight  per  cent 
is  the  proper  rate  of  capitalization,  I  should  have  reduced  all  of 
the  land  and  building  values  in  Cleveland  in  1921,  at  a  time  when 
rents  were  going  up  violently — twenty-five  per  cent — which  we  did 
not  do. 

I  think  it  is  a  very  poor  way,  as  I  tried  to  indicate  before,  to  try 
to  ascertain  the  net  income  and  the  many  uncertain  factors  which 
the  last  speaker  indicated.  The  rate  of  interest  is  debatable.  It  is 
very  debatable  whether  it  ought  to  be  eight  or  ten  or  five  per  cent. 
It  depends  upon  the  character  of  the  building,  where  it  is  located, 
whether  in  an  improving  market  or  in  a  section  of  the  city,  where 
property  is  falling  in  value. 
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Mr.  Philip  Xichols  (Massachusetts)  :  Mr.  Chairman,  I  should 
like  to  ask  Mr.  Zangerle  a  question  in  regard  to  the  wa}'  in  which 
he  computes  depreciation.  Most  of  the  methods  of  computing  de- 
preciation of  which  I  have  heard,  adopt  a  straight  line  method 
such  as  he  has  indicated  in  answering  the  last  question,  in  which 
he  said,  I  think,  three  per  cent  was  adopted  for,  I  suppose,  stone 
and  brick  buildings,  and  probably  a  higher  rate  for  wooden  frame 
buildings.  Most  of  the  tables  figure  a  rate  for  wooden  buildings 
on  a  life  of  twenty-five  years  and  for  brick  and  stone  buildings  a 
somewhat  longer  period. 

In  ^Massachusetts  we  have  many  cases  of  buildings  which  have 
long  passed  the  allotted  span  of  life.  We  have  frame  buildings  in 
Plymouth  and  other  towns  that  are  two  hundred  years  old  and 
are  still  doing  good  service;  we  have  granite  mills  one  hundred 
years  old,  which  are  still  doing  good  service.  According  to  all  the 
tables  of  depreciation,  they  have  lost  their  value  long  ago,  and  yet 
they  are  often  the  means  of  returning  a  large  income  to  the  owners. 

I  should  like  to  inquire  whether,  in  similar  instances,  he  uses  a 
straight  line  depreciation  or  a  reducing  curve  which  would  recog- 
nize the  life  of  the  building,  or  whether  the  depreciation  is  figured 
on  the  actual  condition  of  the  building  in  each  case? 

Mr.  Zangerle:  The  gentleman  has  indicated  the  difficulties  of 
figuring  depreciation;  whether  it  ought  to  be  figured  on  a  straight 
line,  a  two  per  cent  or  a  three  per  cent  annual  depreciation ; 
whether  there  ought  to  be  a  heavier  depreciation  at  the  initial 
period  and  a  lighter  one  at  the  later  period,  or  vice  versa;  whether 
there  ought  to  be  a  lighter  depreciation  the  first  initial  period  of 
the  life  of  the  building  and  a  heavier  depreciation  in  the  latter 
life  of  the  building.  The  latter  way  is  the  method  advised  by  the 
Cleveland  Real  Estate  Board;  that  is  to  say,  they  figure  that  there 
is  less  depreciation  the  first  ten  years  than  there  is  the  last  ten  years 
of  the  life  of  a  building.  I  do  not  agree  with  them  in  that.  I  be- 
lieve there  is  a  heavier  depreciation  in  the  initial  period  of  the 
life  of  a  building.  It  is  the  same  as  an  automobile.  The  moment 
you  buy  a  new  automobile;  the  moment  you  put  it  in  your  garage, 
it  has  suffered  very  violently  in  depreciation;  and  similarly  a  new 
building,  after  you  buy  it  and  occupy  it,  is  a  second-hand  building, 
just  as  in  the  case  of  a  new  or  a  second-hand  automobile. 

Whether  you  own  a  building  that  is  five  years  old  or  whether 
you  own  a  building  that  is  fort)'  years  old,  respectively,  perhaps 
thirty-five,  very  little  attention  will  be  given  by  the  prospective 
buyer  as  to  whether  it  be  thirty  or  thirty-five  years;  you  will  get 
about  the  same  price,  but  you  won't  get  the  same  price  in  the 
initial  period  of  the  life  of  a  building. 

As  to  the  life  of  a  building,  I  agree  with  the  gentleman  that  that 
is  one  of  the  uncertainties  of  depreciation  tables.     I  have  been  in 
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Europe  and  I  have  seen  buildings  shown  to  me  that  were  built 
three  hundred  years  ago,  and  I  have  been  in  Rome  and  found 
buildings  that  were  built  at  the  time  of  Christ.  What  replacements 
have  been  made  I  don't  know,  but  certain  it  is  that  the  original 
stones  are  there.  iMany  of  the  churches  built  at  that  time,  called 
basilicas,  are  still  to  be  seen,  and  they  are  one  of  the  interesting 
features  in  traveling  through  Europe.  Indeed,  if  you  want  to,  you 
can  find  buildings  in  Corinth  and  Corfu  and  in  a  number  of  those 
places  that  have  been  submerged,  that  are  three  and  four  thousand 
years  old.  But  nevertheless,  let  me  say,  that  we  don't  know  what 
the  life  of  a  building  is.  The  same  proposition  has  been  before 
me  in  the  life  of  an  office  building,  for  instance,  in  Cleveland.  I 
have  seen  them  suggest  a  three  per  cent  annual  depreciation,  and 
I  know  that  some  of  our  buildings  that  were  erected  twenty-five 
years  ago  are  very  good  income  producing  buildings  and  therefore 
I  think  three  per  cent  is  far  too  much. 

I  do  not  believe  that  the  classification  you  speak  of  is  a  proper 
classification  as  between  brick  buildings  and  frame  buildings.  I 
do  not  believe  that  there  ought  to  be,  in  the  first  place,  a  single 
rate  of  depreciation  for  brick  buildings,  because  some  brick  build- 
ings are  inflammable,  some  will  resist  fire;  some  brick  buildings 
will  last  one  hundred  years  and  others  are  not  of  any  great  fire- 
resisting  structure.  Therefore,  in  view  of  the  fact  that  many  of 
our  frame  buildings  have  only  a  brick  veneer,  you  see,  you  cannot 
call  them  brick  buildings.  Besides,  our  brick  buildings  have  only 
ten  per  cent  variation  in  cost  from  the  frame  buildings.  Take  a 
residence  building  and  put  a  brick  veneer  on  the  outside;  j^ou  still 
have  the  same  plumbing.  Ought  that  to  be  depreciated  more  in 
the  brick  building  than  in  the  frame  ?  You  still  have  the  same 
firing  apparatus;  you  still  have  the  same  finish;  you  still  have  the 
same  roof;  you  still  have  the  same  basement.  In  other  words, 
there  is  only  a  ten  per  cent  variation  of  cost  between  a  frame 
residence  and  a  brick  residence,  of  the  ordinan,-  type,  and  there- 
fore there  ought  to  be  no  uniform  and  greater  depreciation  of  the 
brick  building  than  of  the  frame  building. 

As  to  the  brick  buildings  themselves,  there  ought  to  be  a  differ- 
ence as  to  whether  it  is  a  fireproof  building  or  a  non-fireproof 
building.  Then  again,  you  find  that  brick  buildings  in  the  course 
of  fifteen  or  twenty  years  are  torn  down.  What  will  we  say? 
They  haven't  depreciated  physically,  but  in  obsolescence  they  have 
depreciated  so  much  that  investors  find  it  advantageous  to  pull 
them  down. 

So  that  is  one  of  the  difficulties,  and  I  would  again  turn  to  the 
gentleman  from  Washington  and  indicate  that  that  is  one  of  the 
things  on  which  his  rent  commission  is  not  upon  very  firm  groimd. 
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Mr.  C.  p.  Link  :  Mr.  Chairman,  permit  me  first,  members  of 
the  conference,  to  state  that  these  are  both  excellent  and  perfectly 
wonderful  papers,  viewed  from  a  practical  standpoint,  and  this  is 
a  splendid  illustration  of  the  work  that  is  constantly  being,  and 
may  be  accomplished  by  this  conference. 

We  haven't  time  and  ability  to  more  than  touch  the  high  spots. 
The  county  and  township  assessors  here  and  members  of  state  tax 
commissions  know  that  we  might  with  great  profit  give  an  entire 
week  to  the  discussion  of  these  two  papers. 

I  just  want  to  make  a  few  suggestions.  First,  the  line  running 
through  both  papers  is  in  my  opinion  the  most  important  thing  in 
the  whole  subject;  namely,  to  educate  our  taxpayers  and  our  people 
not  only  through  meetings  but  by  taking  advantage  of  the  splendid 
public-spirited  offers  we  are  having,  not  only  in  Ohio  but  way  out 
west  in  Colorado  and  in  California,  of  civic  and  commercial  asso- 
ciations, Rotary  clubs,  Kiwanis  clubs,  even  extending  into  fraternal 
organizations,  if  you  please;  all  coming  about  through  education. 
Let  that  be  followed  by  conference  and  sanity  on  the  part  of  the 
officials. 

As  to  lands,  I  think  of  that  first  because  I  happen  to  be  a  farmer 
and  have  my  savings  in  lands.  Don't  get  scared  by  the  apparent 
intricacies  of  these  tables.  I  am  one  of  the  great  majority  that 
doesn't  understand  these  intricacies;  doesn't  know  how  to  figure 
them,  but  I  see  the  net  result  of  the  whole  thing  which  gets  back 
within  five  per  cent  of  the  century-old  theory  that  the  value  estab- 
lished by  a  willing  seller  to  a  willing  buyer,  under  normal  condi- 
tions, tells  the  story.  Less  than  five  per  cent  of  all  of  this  is  figured 
out,  which  to  me  is  perfectly  marvelous. 

Some  years  ago  when  we  were  having  much  difficulty  in  Colo- 
rado in  establishing  land  and  city  real  estate  values,  we  entered 
into  litigation  and  compared  and  verified  land  values  in  detail  with 
the  record  values,  and  in  no  case  did  we  get  a  difference  of  over 
ten  per  cent,  which  was  another  remarkable  situation. 

On  the  vacant  land  and  lot  proposition,  selling  out  of  line  some- 
times with  the  improved  lots,  that  is  accounted  for  largely  in  this 
way:  when  a  boom  is  on,  of  course  everything  sells  strong;  but 
when  the  boom  if  off,  as  it  is  generally  speaking  of  the  United 
States  as  a  whole,  those  who  owti  vacant  town  and  city  lots  and 
vacant  agricultural  lands,  if  they  sell  them  at  all,  must  sacrifice 
them.  Yet  those  vacant  lots  and  lands  cannot  be  assessed  on  a 
lower  basis  than  neighboring  improved  lots  and  lands. 

Cost  of  improvements  is  not  a  safe  guide ;  for  four  years  we 
have  had  costs  reaching  a  climax  undreamed  of  in  this  country, 
and  of  course  they  cannot  go  to  those  extremes.  Neither  can  you 
go  to  the  other  extreme.  However,  look  at  the  general  conditions. 
The  man,  woman  or  company  that  builds  in  a  community,  a  town 
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or  city,  or  a  part  of  a  town  or  city,  or  on  lands  that  increase  in 
value  and  become  prosperous,  finds  that  the  value,  not  only  of  im- 
provements but  of  lands  and  lots,  goes  up.  But  look  at  the  other 
situation  of  the  individual  or  company  that  builds  and  values  go 
down. 

Recently  in  Colorado  in  some  of  our  most  prosperous  localities, 
in  both  towns  and  cities,  you  cannot  get  over  fifty  per  cent  of  cost 
values ;  in  other  places  you  can  get  more  than  cost  values. 

As  to  state  rates  as  bearing  upon  local  assessments,  I  fully  agree 
that  it  is  a  very  unfortunate  condition  when  a  level  state  rate  is 
applied  not  only  to  real  estate  but  to  other  local  values.  To  the 
members  of  this  conference  I  would  say,  that  is  a  responsibility 
that  neither  local  nor  state  officials  should  seek  to  sidestep  or  evade, 
because  that  is  what,  as  we  look  to  the  future,  is  going  to  work 
out  fairness  in  local  conditions.  We  know,  from  having  tried  for 
fifty  years  in  Colorado,  that  the  less  local  self-government  tries  to 
fix  valuations  and  taxation,  the  better.  Therefore,  do  not  shrink 
from  that  responsibility  but  let  us  as  local  and  state  officers  face  it 
and  bring  about  equality  in  the  state,  which  means  efficiency  and 
equality  in  local  subdivisions. 

Chairman  Sutherland:  Who  will  be  next? 

Mr.  William  Bailey:  Mr.  Chairman,  in  looking  at  the  figures 
that  have  been  given  this  morning  by  our  friend  from  Washington, 
I  am  very  much  impressed  with  them,  but  this  occurs  to  me :  That, 
particularly  affecting  the  public  land  states,  figures  will  not  lie. 
(Laughter)  We  have  assessors  in  our  community  who  are  getting 
the  enormous  stun  of  $300  per  year  for  doing  their  work.  I'm 
afraid  they  can't  figure. 

I  arose  at  this  time  for  the  purpose  of  offering  just  a  suggestion, 
particularly  to  the  public  land  states,  of  how  we  get  values  upon 
real  estate.  You  cannot,  my  friends,  rely  upon  the  consideration 
that  is  recorded  in  the  deeds,  unless  your  law  within  your  state 
compels  a  true  consideration,  and  even  then  it  requires  investi- 
gation. 

We  have  adopted  a  plan  that  is  working  splendidly  in  our  state. 
That  is,  we  compel  the  recorder,  whenever  an  instrument  has  been 
recorded  upon  a  piece  of  real  estate,  to  forward  that  immediately 
to  the  state  board  of  equalization.  We  then  immediately  take  the 
matter  up  with  the  grantor  and  grantee  and  learn  the  facts — and 
you  would  be  surprised  to  see  how  readily  the  people  respond. 
Whenever  we  find  elements  of  gift,  trade,  exchange,  and  those 
things,  they  are  eliminated.  But  when  we  find  a  true  consideration, 
we  use  that  as  the  basis. 

After  all,  in  this  depreciation  and  all  of  these  other  matters, 
what  property  will  sell  for  is  the  true  test,  and  if  you  will  go  to 
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the  grantor  and  grantee  in  these  instances,  you  can  find  that  out. 
I  should  hke  to  recommend  this  particularly  to  the  public  land  states. 

Mr.  Oscar  Leser:  I  arise  only  for  a  question  of  Mr.  Haas.  T 
am  very  much  interested  in  his  statement  that  the  error  that  he 
found  in  his  calculation,  in  comparison  to  the  actual  selling  value, 
would  be  $165,  based  on  5%.  I  should  like  to  know  from  him  the 
-  range  of  error;  how  big  it  was  in  some  cases  and  how  small  it  was 
in  others. 

Mr.  Haas:  By  average  error  I  mean  essentially  that  one-half 
of  the  farms  were  less  than  9%  on  the  basis  of  that  equation,  and 
I  afterward  said  that  it  may  be  reduced  by  refinement  to  3%  or 
less.  That  would  mean  that  one-half  the  farms  have  an  error  of 
less  than  9^/^% ;  the  other  half  more  than  9j^%.  I  haven't  figured 
the  range  on  a  percentage  basis,  but  a  few  of  the  farms  had  an 
error  as  large  as  $30  per  acre,  this  being  due  primarily  to  the  fact 
that  in  this  calculation,  which  was  more  or  less  of  a  rough  one,  I 
had  omitted  some  important  value  factors,  such  as  lake  frontage, 
and  some  of  the  lands  had  no  buildings  on  them ;  they  were  merely 
meadows  or  timber  lots,  and  the  large  error  in  that  case  I  might 
attribute  to  the  crudeness  by  which  the  system  was  calculated. 

Mr.  Leser:  Did  you  in  any  case  find  that  your  calculation  pro- 
duced a  higher  value  than  $175? 

Mr.  Haas:  Yes,  by  9>^%  error,  I  mean  that  half  of  them  would 
be  higher  than  the  sale  price  and  the  other  half  of  the  sale  farms 
w^ould  be  9^%  less  than  the  sale  price.  In  other  words,  there 
was  error  on  both  sides  of  the  sale  price.  I  should  also  explain 
that  the  sale  price  is  perhaps  not  the  most  accurate  criterion  for 
actual  market  valuation,  because  of  the  fact  that  there  is  variation 
in  the  land  market.  In  one  case  a  farm  may  bring  $165  per  acre; 
in  another  case  it  may  bring  $175,  both  being  identical,  if  there  is 
such  a  thing. 

As  I  stated  before,  this  system  would  cut  a  mean  between  the 
two.  In  other  words,  the  market  price  itself  quotes  land  prices  in 
terms  of  a  range,  similar  to  bond  quotations,  say,  from  92  to  93, 
and  the  person  trying  to  pick  out  the  normal  price  of  the  bond 
takes  a  mean  of  those  two.  That  is  what  this  mathematical  pro- 
cess does. 

Mr.  G.  F.  Phillips:  I  should  like  to  ask  Mr.  Zangerle  if  appre- 
ciation doesn't  overcome  all  the  depreciation  or  obsolescence  in 
most  of  the  property?  That  is,  in  the  case  of  a  broker,  if  he  doesn't 
enjoy  sufficient  appreciation  to  more  than  offset  the  yearly  depre- 
ciation. 

Mr.  Zangerle:  The  question  is  whether  appreciation  has  not 
more  than  overbalanced  depreciation. 
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That  would  depend  upon  when  the  building  was  built.  If  you 
put  up  a  building  in  1920,  when  the  index  factor  of  building 
materials  was  280.  now,  when  the  index  factor  is  a  little  less  than 
200,  it  is  quite  evident  that  you  would  have  a  depreciation  of  about 
30%  or  more.  Of  course,  if  you  put  up  a  building  ten  years  ago 
and  you  are  trying  to  arrive  at  how  much  profit  you  have  made, 
you  would  have  to  find  the  present  cost  of  reproduction.  Of 
course,  there  has  been  appreciation  in  those  old  buildings.  That 
is  the  trouble  with  the  assessments  in  our  large  cities  and  also 
throughout  the  United  States.  The  old  buildings  are  still  on  at 
the  old  value — perhaps  fifty  or  sixty  per  cent  of  the  cost — and  to- 
day, having  in  mind  the  index  price  of  building  material,  and  the 
lessened  efficiency  of  labor,  there  is  a  marked  difference,  and  of 
course  j-ou  have  to  consider  both. 

For  assessment  purposes  we  ought  to  get  at  the  reproductive 
value  today,  regardless  of  when  it  was  built,  less  depreciation.  If 
you  are  trying  to  find  out  how  much  profit  you  have  made  (and  of 
course  that  is  not  a  factor  with  an  assessor)  then  you  must  figure 
when  the  building  was  built  and  whether  there  has  been  an  appre- 
ciation of  building  material  and  of  efficiency  of  labor,  and  vice 
versa. 

Mr.  G.  G.  Tuxell  (Illinois)  :  Mr.  Chairman,  I  think  there  is 
an  effort  to  arrive  at  assessments  by  two  diflferent  methods  that  do 
not  mix.  The  law'S  of  all  the  states,  with  which  I  am  familiar,  set 
up  value,  or  fair  cash  value,  or  market  value,  as  the  basis  of  as- 
sessment. Value,  or  fair  cash  value,  or  market  value,  I  take  it 
means  a  price  which  can  actually  be  obtained.  I  believe  that 
market  value,  value,  or  fair  cash  value  can  only  be  obtained  in  the 
market  place,  and  therefore  I  agree  with  IMr.  Bailey.  I  don't  be- 
lieve that  fair  cash  value  or  value,  as  I  prefer  to  term  it,  can  be 
obtained  by  a  mathematician,  however  clever  he  may  be,  with  a 
pencil  and  a  pad  of  paper.  Value  can  only  be  found  by  a  consid- 
eration of  sales. 

Captain  W.  P.  White:  I  should  like  to  ask  Mr.  Zangerle  if,  in 
the  consideration  of  the  appraisal  of  real  estate  in  cities  and  towns, 
some  consideration  ought  not  to  be  made  and  more  weight  given 
to  increased  value  of  land  rather  than  the  improvements  thereon  ? 
Ought  there  not  to  be  a  differentiation  between  the  value  of  land 
and  the  improvements? 

It  would  seem  to  me  sometimes  that  the  reason  that  old  buildings 
remain  in  their  situs  is  because  the  appreciation  of  land  in  the 
locality  has  not  been  given  the  consideration  in  the  assessment  of 
that  property  that  should  have  been  given  it. 

Another  thing  which  has  to  be  taken  into  consideration  is  the 
effect  of  increasing  taxes  upon  all  values  in  a  community.     Last 


96  NATIONAL  TAX  ASSOCIATION 

year  in  Lowell  our  tax  rate  was  over  $30  a  thousand.  We  in- 
creased the  expenditures  during  that  year  by  a  very  appreciable 
amount.  The  assessors  raised  the  assessments  of  Lowell  some 
$6,000,000.  The  increase  in  property  in  Lowell  during  the  last 
year  has  not  been  $6,000,000.  It  has  probably  depreciated  $6,000, 
000  from  what  we  might  have  assessed  it  three  years  ago. 

I  notice  that  our  assessments  go  up,  but  they  rarely  go  down ; 
that  if  you  want  a  decrease  in  your  assessment,  the  only  way  you 
can  bring  it  about  is  perhaps  by  the  sale  of  your  property,  which 
is,  as  one  of  the  gentlemen  said,  the  real  factor  in  determining 
what  it  should  be  assessed  at. 

If  we  have  artificial  methods  of  arriving  at  values,  there  are 
sure  to  be  inequalities.  The  figure  that  has  been  given  for  the 
depreciation  of  buildings  is  one  that  has  been  granted  by  the  gen- 
eral government  in  arriving  at  income  taxes.  One  of  the  elements 
of  cost  to  you  was  depreciation  in  property. 

These  are  things  that  the  assessor  has  to  take  into  consideration 
if  he  is  going  to  maintain  the  situs  of  his  town  as  a  place  to  live  in. 
You  may  not  know  it,  but  in  New  England  people  are  going  else- 
where on  account  of  the  cost  of  production  there.  People  say 
that  we  will  regain  it  in  time,  but  I  say  we  will  not  regain  it  until 
we  reduce  our  costs  (taxation  being  one  of  them,  labor  another) 
which  have  been  inflated  through  war  conditions.  In  arriving  at 
the  taxing  values  of  the  locality,  we  do  not  wish  to  have  values 
assessed  upon  us  that  will  drive  industry  away,  because  when  in- 
dustry is  driven  out  of  the  town,  then  the  town  dies.     (Applause) 

Chairman  Sutherland:  Issue  has  been  raised  rather  sharply, 
it  seems  to  me  here,  and  the  challenge  flung,  that  you  cannot  fix 
equitable  assessments  of  real  property  on  a  purely  mathematical 
basis,  or  with  a  mathematical  basis  entering  largely  into  the  equa- 
tion. I  think  perhaps  we  might  ask  Mr.  Haas  at  this  time  if  he 
can  do  so  within  approximately  five  minutes,  to  give  an  answer 
to  that  challenge,  and  then  perhaps  Mr.  Zangerle  will  have  some 
time. 

Mr.  Haas  :  In  working  on  a  mathematical  basis,  as  I  previously 
stated,  we  started  out  with  actual  sale  prices.  These  sale  prices 
were  weeded  out,  to  eliminate  all  fictitious  sales  and  questions  of 
gifts  and  trades  and  things  of  that  sort,  in  order  to  get  at  a  true 
market  basis  to  start  with.  We  have  for  each  farm  a  sale  price 
and  a  quantitative  measure  of  each  value  factor  or  factor  which 
we  think  in  advance  would  determine  land  values  or  the  sale 
prices.  How  accurately  these  factors  which  I  have  selected  deter- 
mine land  prices  is  also  measured  on  a  mathematical  basis.  In 
other  words,  knowing  these  factors  in  a  quantitative  way,  how 
closely  can  I  arrive  at  the  thing  I  started  with — and  that  is  sale 
price. 
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A  test  of  a  system  is  how  well  it  works.  If  you  want  to  get 
sale  prices,  start  with  sale  prices;  get  their  relation  to  the  things 
which  you  can  measure,  and  then  work  backward  and  see  if  you 
can  get  what  you  started  with.  Then  assume  that  if  it  worked 
that  way  on  160  or  on  3,000  cases,  as  we  are  using  in  Iowa,  on  the 
assumption  of  the  theory  of  probability,  it  will  also  work  on  other 
cases  which  were  not  used  in  the  construction  of  the  system.  That 
is  in  a  sense  an  explanation  of  this  mathematical  basis  of  arriving 
at  sale  prices. 

i\lR.  Gary:  ]\Ir.  Chairman,  I  asked  Mr.  Haas  a  question  a  few 
minutes  ago  and  he  explained  it  very  satisfactorily;  I  understood 
it  exactly,  and  I  expect  to  go  back  to  Virginia  and  figure  out  this 
method — but  I  am  fearful  that  some  of  the  others  did  not  under- 
stand it  quite  as  well  as  I  did.  What  I  was  really  getting  at  is  this : 
Are  these  factors  purely  mathematical  calculations  or  are  the  ratios 
determined  by  judgment  or  opinion;  or  is  the  entire  calculation 
mathematical  ?  Before  I  start  figuring  out  my  problem,  I  should 
like  to  get  that  particular  feature  straight :  whether  I  have  to  guess 
at  anything  or  whether  it  is  all  mathematical  calculation. 

Mr.  Haas  :  You  need  guess  at  nothing  in  the  formula.  Perhaps 
I  should  have  explained  it  a  little  bit  more  ill  detail.  In  my  formal 
paper  I  made  reference  to  statistical  publications  wherein  a  man 
who  is  interested  can,  with  some  knowledge  of  mathematics,  under- 
stand how  it  works.  Essentially  it  is  this :  if  one  factor  varies, 
how  much  does  land  value  vary  in  relation  to  this  factor?  In 
other  words,  if  cost  of  buildings  increases,  does  value  per  acre 
increase  ? 

In  order  to  find  out  this  relationship  between,  say,  those  two 
factors,  we  must  have  some  system  which  will  hold  the  effect  of 
other  factors  constant;  otherwise  the  effect  of  these  two  factors 
may  be  destroyed  or  apparently  it  may  show  an  opposite  relation- 
ship. On  this  mathematical  basis  we  determined  the  relationship 
between  all  combinations  of  the  factors;  all  interrelations,  and  on 
the  basis  of  knowing  all  the  interrelations  between  the  different 
factors  we  are  able  to  hold  several  of  the  factors  constant,  and 
find  the  relationship  between  buildings  and  land  values  alone;  so 
in  the  equation  I  have  the  net  effect  of  one  factor  on  land  value. 

Just  how  it  succeeds  in  accomplishing  that  is  a  theory  of  mathe- 
matics which  would  be  of  no  avail  to  indulge  in  at  this  time,  but 
a  person  who  is  interested  in  it  can,  by  reading  my  formal  paper, 
get  the  publications  of  statisticians  and  mathematicians  and  can 
learn  from  them  exactly  how  to  do  this  sort  of  thing. 

Mr.  Gary  :  But  you  do  determine,  mathematically,  just  what 
effect  the  distance  of  the  farm  from  the  town  or  city  bears  to  the 
value. 
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Mr.  Haas  :  Yes,  holding  all  other  factors  constant  while  I  do  it. 

Mr.  W.  W.  Burnham  :  Mr.  Chairman,  Mr.  Zangerle's  admir- 
able paper  finds  an  echo  in  my  experience,  because  he  does  empha- 
size the  importance  of  an  even  assessment.  I  cannot  quite  agree 
with  him  in  some  of  his  suggestions  as  to  how  to  arrive  at  even 
assessments  on  buildings,  because  I  am  convinced  that  the  same 
kind  of  a  building,  built  in  two  difterent  localities,  is  not  always 
of  the  same  value,,  either  as  determined  by  rental  or  by  sale,  or 
desirability  as  a  piece  of  property  for  rental.  I  do  think  that 
location  of  buildings,  as  between  one  locality  and  another,  has  a 
very  marked  effect  upon  the  market  value  of  property.  I  do  not 
think,  from  long  experience  in  this  business,  that  it  is  possible  ta 
determine  the  market  value  where  there  is  no  market  value. 

I  could  show  you  in  the  city  of  Providence,  the  principal  shop- 
keeping  street,  where  the  most  valuable  property  in  the  city  is 
located,  this  quite  astonishing  fact :  There  have  been  two  sales  of 
property  in  a  section  of  Westminster  Street,  six  blocks  long,  in 
twenty-eight  years;  and  I  submit  that  if  it  were  only  possible  to 
fix  full,  fair  cash  value,  or  value,  or  whatever  you  are  pleased  ta 
term  it,  upon  market  sales,  you  would  not  have  the  element  there 
upon  which  to  determine  the  value.  So  we  resort  to  the  same 
methods  that  all  assessors  do  everywhere,  so  far  as  my  knowledge 
extends ;  that  is,  we  consider  the  element  of  gross  rental,  in  the 
case  of  improved  property,  of  replacement  value;  we  consider  the 
valuation  placed  upon  the  property  by  the  owner  of  it  for  the 
purpose  of  obtaining  insurance  and  for  determining  fire  damage, 
under  the  very  careful  and  sometimes  violent  supervision  of  the 
paid  insurance  appraiser;  in  other  words,  we  use  common  sense, 
which  I  believe  is  the  greatest  element  and  factor  in  the  assess- 
ment of  taxes  that  can  be  invoked.  Men  of  experience,  of  good 
intention,  who  have  no  other  purpose  than  to  perform  their  duty, 
if  they  are  blessed  with  some  experience  and  some  native  good 
judgment,  do  accomplish  results  which  are  very  desirable. 

I  do  not  believe  that  to  take  the  measure  of  full,  fair  cash  value, 
or  whatever  you  might  term  it,  as  laid  down  in  the  laws  of  the 
different  states,  as  a  factor  in  determining  tax  values,  is  at  all 
essential  to  the  accomplishment  of  a  good  assessment.  I  believe 
that  a  good  assessment,  in  the  first  place,  is  an  equitable  assess- 
ment; the  relationship  of  values  one  with  another.  If  the  valua- 
tion happens  to  be  low,  your  tax  rate  will  be  a  little  higher,  be- 
cause, after  all,  you  are  trying  to  secure  an  income  which  is  to  be 
desired  for  the  purpose  of  making  up  your  budget  and  to  have 
enough  money  to  run  your  government.  If  you  use  an  equitable 
factor  for  determining  a  high  valuation,  you  will  have  a  corres- 
pondingly low  rate,  but  you  accomplish  the  same  result.  I  have 
found  that  competitors  in  the  same  kind  of  business  are  not  so  in- 
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terested  in  the  assessment  of  the  property  belonging-  to  the  man 
who  is  not  a  competitor,  but  they  compare  notes  among  themselves, 
in  the  same  kind  of  business,  and  if  the  assessments  show  equity, 
they  are  satisfied;  and  that  method  of  determining  satisfaction 
can  be  applied  to  all  classes  of  business  and  all  groups  of  business. 
However,  I  do  not  believe  that  sale  value  should  be,  or  is,  or  ever 
can  be  the  determining  factor  in  fixing  tax  values. 

Mr.  E.  M.  Smith  :  The  last  speaker  brought  out  partially  the 
thought  that  I  should  like  to  leave  with  the  conference,  and  if 
Mr.  Haas's  fund  of  good  nature  will  hold  out  for  a  few  more  ques- 
tions, I  have  one  to  submit.  But  before  doing  so,  let  me  state  a 
condition  that  prevailed  somewhat  through  the  corn  belt  during 
the  war  and  the  year  following.  The  value  of  land  soared  to  very 
high  figures  in  Iowa,  and  I  presume  in  all  the  states  of  the  Middle 
West,  and  we  found  this  condition  arising  when  we  attempted  to 
follow  the  market  value :  lands  lying  very  close  to  small  cities  and 
small  towns;  for  instance,  one  of  my  own  particular  knowledge;  a 
town  of  only  about  300  or  400,  had  a  farm  adjacent,  on  which  the 
assessor  placed  a  very  high  valuation,  and  with  a  high  levy  for 
the  support  of  the  public  schools,  the  tax  spread  against  those  160 
acres  of  land  was  S50  more  than  the  cash  income,  which  resulted 
in  drawing  from  the  capital  rather  than  the  income. 

The  question  which  I  should  like  to  submit  to  Mr.  Haas  is,  in 
weeding  out  certain  elements  in  his  calculation,  did  he  or  did  he 
not  weed  out  the  element  of  home  value  that  undoubtedly  was 
placed  on  this  high  class  land  near  incorporated  villages  that  have 
no  greater  producing  value  than  those  located  five  or  six  miles 
farther  out  ? 

Mr.  Haas  :  The  question  of  home  values  is  one  of  the  things 
that  I  did  not  attempt  to  measure.  That  is  one  of  the  factors 
which  resulted  in  increasing  the  error  in  the  formula  or  system. 
It  is  entirely  possible  that  the  effect  or  influence  of  this  factor  on 
land  values  can  be  measured,  but  I  did  not  attempt  to  measure  it. 

Coming  to  the  other  point  he  made,  the  question  of  determining 
the  market  values  in  assessment,  I  started  with  the  assumption  that 
the  thing  we  were  after  was  to  estimate  sale  prices.  It  is  true 
that  during  the  boom,  values  were  very  much  inflated.  That  is 
another  question  of  land  valuation.  Here  you  have  a  system  which 
will  give  you  market  valuations  for  each  particular  farm.  The 
whole  level  of  values  may  be  too  high,  and  those  values  mav  all  be 
inflated.  Mr.  Chambers,  of  the  Department  of  Agriculture,  has 
worked  out  a  basis  by  which  he  determines  how  much  of  the  value 
is  based  upon  anticipated  increases  in  earning  power.  For  in- 
stance, in  that  formula  over  there;  of  that  $140  valuation.  $100 
only  was  based  upon  present  earning  power;  the  additional   $40 
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was  capitalization  of  what  the  people  in  the  market  thought  the 
net  income  would  increase  from  year  to  year  and  they  capitalized 
that  and  put  it  in  the  value. 

It  is  entirely  true,  in  a  case  where  land  values  are  rising  very 
rapidly,  that  the  ratio  of  net  income  to  land  values  may  be  way 
down  to  3%,  so  that  a  tax  of  5%  would  give  a  deficit  every  year, 
based  upon  the  full  value,  which  is  a  capitalization  of  present 
earning  power  plus  capitalization  of  the  anticipated  increases  in 
net  income. 

Mr.  George  Vaughan  :  Mr.  Chairman,  I  think  we  will  all  agree 
that  the  papers  prepared  by  Mr.  Zangerle  and  Mr.  Haas  are  going 
to  be  of  great  value  to  us.  I  cannot  say  that  I  have  entirely 
grasped  the  matter  like  our  friend  from  Virginia,  Mr.  Gary,  has, 
but  I  believe  I  can  get  it  by  studying  it  out,  and  I  am  not  going  to 
discredit  it  just  because  of  its  difficulty.  I  know  that  a  few  weeks 
ago  we  had  a  total  eclipse  of  the  sun  and  some  mathematician 
figured  out  exactly  when  it  would  take  place.  At  the  time  it  was 
due  to  take  place  I  took  out  my  watch  and  found  he  was  entirely 
correct  in  his  statement,  but  I  couldn't  begin  to  figure  out  how  he 
had  arrived  at  it.     (Laughter) 

I  feel  that  it  is  the  duty  of  all  of  us  to  study  the  modern  method 
of  appraising  real  estate,  both  urban  and  rural.  It  is  of  great 
importance  to  those  of  us  who  live  in  states  where  the  general  tax 
on  property  applies,  because  there  is  a  rule  in  the  states  that  it 
shall  be  uniform.  It  is  just  as  important  to  Brother  Tunell,  who 
is  more  interested  in  the  taxation  of  railroad  property,  to  see  that 
real  estate  is  equitably  assessed,  as  it  is  to  others  who  are  interested 
in  non-railroad  property. 

For  that  reason  I  think  that  as  taxation  men  and  as  students  of 
taxation,  we  should  follow  out  the  lead  that  has  been  given  us,  and 
try  to  work  out  the  system  and  incorporate  it  in  our  various  states, 
so  as  to  obtain  uniformity  in  this  direction. 

I  think  it  would  be  absurd  to  say  that  we  only  take  the  actual 
market  value  as  a  basis  of  value.  I  like  the  word  "  value  "  with- 
out any  adjective.  It  may  be  exhibited  by  the  market  and  at  the 
same  time  there  may  be  no  market  for  years  and  years,  and  the 
taxation  may  be  put  on  in  a  guesswork  sort  of  way  and  then  the 
property  may  be  put  up  for  sale  and  that  property  may  be  sold  for 
three  or  four  times  its  value. 

In  closing  I  want  to  say  I  hope  we  will  take  these  matters  seri- 
ously and  dig  down  into  them  in  an  endeavor  to  get  down  to  some 
method  which  is  a  little  more  simple,  so  that  the  average  assessor 
will  not  have  to  be  well  versed  in  the  logarithmic  tables  or  in  the 
Einstein  theory  of  relativity.     (Laughter) 

]\Ir.  J.  T.  SiMMS:  I  must  confess  that  the  formula  submitted  by 
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Mr.  Haas  is  to  me  about  as  difficult  as  the  Einstein  theory.  It 
seems  to  me  that  the  problem  that  he  has  submitted  to  us  is  based 
upon  a  variety  of  hypotheses  to  which  he  has  made  application  of 
figures.     In  that,  I  may  be  in  error. 

You  will  recall  that  our  friend  Bryan,  in  his  Darwinian  lecture, 
defines  a  hypothesis  as  a  guess.  I  do  not  understand  that  the  factor 
of  distance  from  urban  property  to  rural  community  is  a  mathe- 
matical factor;  and  when  the  gentleman  said  that  his  factors  were 
all  mathematical,  in  reply  to  the  gentleman  from  Virginia,  it  seemed 
to  me  that  they  were  rather  economic;  and  when  that  is  true, 
gentlemen,  it  varies  according  to  a  number  of  things  entirely  be- 
yond the  realm  of  mathematics. 

The  fact  is,  that  values  are  determined  by  economic  conditions 
and  not  by  arbitrary  mathematical  principles.  The  only  true  stand- 
ard, in  my  judgment,  for  ascertaining  (and  that  can  only  be  done 
approximately)  market  value  is  by  the  consensus  of  opinion  of 
men  acquainted  with  values  of  that  particular  class  of  property 
under  consideration.  As  has  been  well  said  by  one  gentleman, 
there  may  be  no  sales  in  a  community  for  a  long  period  of  years, 
yet  we  know  that  there  are  values  in  that  community.  Therefore, 
the  consensus  of  opinion  of  men  acquainted  with  a  particular  class 
of  property  prevails,  and  it  is  the  duty  of  the  assessing  officers  to 
ascertain,  as  far  as  practicable  (and  it  cannot  be  done  absolutely) 
the  sense  of  values  in  that  community.  Therefore,  it  is  important 
that  we  develop  in  every  community  men  of  judgment  and  capacity 
along  these  lines,  who  are  thoroughly  familiar  with  local  condi- 
tions. Of  course,  I  haven't  time  to  suggest  the  qualifications;  our 
good  Governor  last  night  suggested  some  of  the  qualifications  of  a 
good  assessing  officer. 

On  the  question  of  depreciation,  that  to  me  is  a  very  important 
element  in  the  problem  here.  As  our  good  friend  from  Massachu- 
setts suggested,  there  are  buildings  in  Plymouth  two  hundred  years 
of  age.  I  would  suggest  that  those  have  values  as  curios.  (Laugh- 
ter) They  should  therefore  be  valued  according  to  the  curio 
market  in  real  properties.  That  would  also  be  true  of  properties 
in  Jerusalem,  referred  to  by  our  good  friend  from  Ohio. 

The  fact  is,  frame  buildings  ought  to  be  classified  according  to 
their  character,  and  reasonable  depreciation  allowed.  The  same  is 
true  of  brick  and  stone  buildings:  they  ought  to  be  classified  ac- 
cording to  the  nature  of  the  structure  itself,  the  sub-soil  upon 
which  the  building  rests  and  the  character  of  workmanship.  In 
other  words,  each  property  becomes  a  separate  and  distinct  prob- 
lem for  the  consideration  of  the  local  assessing  officer.  Xo  two 
properties  are  of  equal  value,  although  constructed  upon  a  similar 
plan,  made  by  the  same  architect,  and  erected  by  the  same  builder 
and  upon  similar  frontage.     The  finishing  on  the  walls,  the  hand 
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decoration  in  the  one;  the  simple  paper  in  another  building;  the 
character  of  the  plumbing  in  one  as  dif¥ering  from  the  plumbing 
in  the  other;  all  go  toward  determining  the  value.  We  all  know, 
when  we  go  to  buy  property,  that  two  buildings  that  are  very 
similar,  so  far  as  the  outside  appearance  is  concerned,  are  very 
different  in  values  when  you  come  to  look  into  the  value  of  the 
property  itself.  Therefore,  each  value  should  be  determined  by 
itself. 

If  you  find  a  rural  community  with  good  churches,  good  schools 
and  good  roads,  with  people  of  ideals,  property  in  that  community 
has  a  greater  value  than  property  in  a  community  where  they  don't 
have  those  things.  That  is  not  a  mathematical  factor,  it  is  socio- 
. logical  and  economic.     You  men  who  know  have  to  sense  values. 

Mr.  W.  H.  Blodgett  (Connecticut)  :  Mr.  Chairman,  I  conceived 
it  to  be  my  duty,  as  commissioner  of  Connecticut  and  as  a  member 
of  the  board  of  equalization  there,  to  want  to  ascertain  what  the 
assessments  of  the  various  communities  were  and  what  the  various 
assessors  were  doing,  and  how  nearly  they  were  approaching  our 
rule  of  valuation,  which  is  that  they  should  be  set  at  a  true  and 
just  value. 

Starting  in  on  this  work,  I  went  to  several  communities  to  talk 
to  the  people,  and  I  found  that  every  person  to  whom  I  talked  had 
a  different  opinion  as  to  what  the  communities  were  doing.  The 
more  I  talked,  the  less  I  found  out,  because  each  person  inter- 
preted the  situation  in  the  light  of  his  own  present  tax  experience. 

Going  back  to  Hartford,  we  devised  the  plan  of  comparing  the 
sales  values  with  assessment  values  of  the  same  property  in  each 
of  the  communities,  adding  the  selling  values  or  considerations 
for  the  transfers  of  real  estate  only,  and  then  adding  the  assessed 
values  of  the  same  property,  constructing  a  percentage  figure  of 
assessed  to  selling  values  on  the  average.  This  was  done  on  the 
theory  that  many  times  property  sells  at  a  higher  value  than  it 
would  be  proper  to  assess  it  at,  and  again  in  few  communities  do 
all  of  the  people  get  the  high  dollar  for  the  property.  I  think  by 
such  an  average  method  we  can  arrive  at  a  fair  method  of  testing, 
at  least,  what  the  assessing  authorities  of  these  communities  are 
doing. 

I  was  just  engaged  in  a  conversation  with  IMr.  Bailey  of  Utah. 
and  he  tells  me  that  he  used  the  same  method  there,  or  practically 
the  same,  as  the  one  I  have  described. 

There  is  another  difficulty  in  Connecticut,  which  is  a  very  serious 
one;  in  fact,  I  think  it  is  serious  in  all  the  states.  We  have  these 
large  industrial  lands  and  many  times  they  are  situated  in  thickly 
populated  sections.  With  respect  to  such  properties  there  is  no 
such  thing  as  a  market  value.  No  one  can  tell  what  these  big  in- 
dustrial plants  would  bring  in  the  market.     So  I  would  ask  our 
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friend  from  Xew  York  what  he  does  when  the  rule  of  market 
value  is  applied  and  is  the  law;  just  how  does  he  go  about  it  wnth 
his  depreciation  plan  if  the  law  states  that  all  assessors  should  put 
the  property  down  and  list  it  at  its  market  value  ?  What  right  then 
have  we  got  to  consider  income  value  as  being  the  important  ele- 
ment? What  right  then  have  we  to  use  a  standard  rule,  mathe- 
matically arrived  at,  with  respect  to  such  a  problem,  when  we  are 
sure  that  these  owners  of  specially  constructed  buildings  would 
not  think  of  selling  for  any  such  price  as  might  be  offered  for  them, 
assuming  they  were  to  be  used  for  any  other  purpose  than  the 
special  purpose  for  which  they  were  constructed. 

Our  rule  is  true  and  just  value,  meaning  its  market  value;  yet  in 
a  case  recently  before  our  courts,  the  evidence  went  to  show  that 
there  was  no  market  within  a  reasonable  time  for  any  such  prop- 
erty'. Where  is  the  rule  under  which  we  can  arrive  at  a  fair 
measure  of  justice  in  dealing  with  such  concerns?  It  is  a  difficult 
one  in  the  eastern  section  of  the  states  where  this  condition  obtains. 

Mr.  a.  E.  James  :  I  want  to  rise  in  defense  of  the  mathematical 
method.  I  think  some  of  the  gentlemen  who  have  spoken  have 
overlooked  the  fact  that  Mr.  Haas  starts  with  the  sales,  from 
which  to  arrive  at  his  mathematical  proportions.  The  gentleman 
from  Illinois  has  very  properly  said  the  sales  basis,  the  sales  value, 
is  the  only  test ;  but  we  cannot  apply  the  sales  value  generally  to  all 
assessments  unless,  or  until,  we  have  extended  its  interpretation  to 
all  the  property  in  the  communitj-  in  which  we  are  going  to  make 
our  valuations,  and  we  can  only  make  our  valuations  by  a  mathe- 
matical test  or  by  a  mathematical  basis. 

This  basis  of  the  sales  has  been  used,  in  ver\'  much  the  same 
way  that  Mr.  Blodgett  has  stated  it,  in  Wisconsin  for  a  good  many 
years,  and  with  great  success,  with  reference  particularly  to  rail- 
road assessments  and  to  the  state  equalization  of  state  taxes. 

I  had  occasion  some  years  ago,  also  in  connection  with  our  re- 
assessment work,  to  make  tests  of  the  percentage  of  error  arising 
where  we  had  made  re-assessments,  as  compared  with  the  condi- 
tion prior  to  re-assessment;  that  is,  we  would  have  a  district  in 
which  the  average  ratio  would  be  around  fifty  per  cent;  we  would 
make  a  re-assessment  and  bring  the  property  up  to  full  value., 
using  the  mathematical  basis  primarily  for  the  spread  of  our  values 
along  properties  not  sold.  I  found,  as  between  the  two  tests,  after 
making  the  proper  correction  for  the  general  underassessment  of 
the  business  before  it  could  be  re-assessed,  that  the  margin  of  error 
as  between  conditions  before  the  re-assessment  and  after  the  re- 
assessment was  cut  into  almost  one-fourth;  that  is,  the  range  of 
our  re-assessed  value,  as  compared  with  the  sales  subsequent  to 
the  re-assessment,  was  not  one- fourth  as  great,  and  it  centered 
very  much  more  nearly  around  the  assessed  value  than  it  did  in 
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the  district  as  measured  by  the  sales  immediately  after  the  original 
assessment. 

That  meant  to  me  that,  however  faulty  our  mathematical  basis 
may  be,  we  must  have  some  basis  that  is  not  purely  guess-work,  in 
measuring  our  assessments  upon  all  of  the  property  in  the  district, 
and  all  of  the  property  must  be  valued  by  the  assessor  at  one  time. 

One  gentleman  has  spoken  of  the  sociological  factor  and  of  the 
judgment  which  men  must  have  with  reference  to  those  things,  but 
every  man's  judgment  is  educated  by  his  knowledge,  and  his 
knowledge  in  turn  is  derived  solely  from  his  experience  and  his 
observation  of  sales.  Any  real  estate  expert  called  to  testify  must 
qualify  on  the  basis  of  his  observation  and  knowledge  of  sales  in 
the  community.  That  merely  means  that  in  his  own  mind,  in  a 
rough  way,  he  has  done  the  very  thing  that  ^Ir.  Haas  has  done 
mathematically.  The  factors  may  be  sociological,  they  may  be 
physical,  they  may  be  whatever  thing  he  pleases,  but  they  are  all 
susceptible  of  a  mathematical  measurement;  they  are  not  mathe- 
matical factors,  but  they  are  susceptible  of  mathematical  measure- 
ment. It  seems  to  me  that  we  cannot  go  too  far  in  getting  away 
from  the  atrocious  condition  of  merely  going  out  and  guessing, 
and  that  is  what  we  will  do  until  we  have  some  sort  of  a  mathe- 
matical foundation,  and  from  that  mathematical  foundation  we  are 
entirely  justified  in  making  adjustments  as  we  find  them  to  be 
necessary  in  the  individual  case. 

Nothing  in  the  long  run  will  take  the  place  of  ultimate  human 
judgment,  but  that  judgment  may  be  educated,  and  should  be  edu- 
cated by  every  possible  method  that  can  be  employed  to  bring  to 
the  judgment  all  of  the  factors  with  which  it  has  to  deal.  (Ap- 
plause) 

Mr.  W.  J.  Burke  (Buffalo)  :  Some  one  asked  Mr.  Zangerle  as 
to  the  difference  in  the  valuations  in  the  various  counties.  Take 
the  city  of  Buffalo:  In  1917  our  valuation  was  $351,000,000.  To- 
day it  is  $722,000,000.  That  is  an  increase  of  $372,000,000  in  five 
years. 

We  installed  a  new  system  in  Buffalo,  and  I  brought  it  along 
with  me.  You  can  see  it  on  the  wall.  It  gives  twenty  different 
types  of  buildings  and  shows  how  they  are  figured.  I  have  one 
building  here,  to  which  I  call  your  attention.  This  building  was  a 
two-family  flat  house,  and  previous  to  putting  in  the  system  that 
we  use  now,  we  just  drove  by  in  a  wagon  and  put  a  valuation  on  it 
and  that  building  was  assessed  for  $2,600.  Under  this  new  system, 
in  1919  that  building  went  up  to  $4,595.  The  land  at  that  time 
was  $805  and  it  went  up  to  $1,290.  That  building  today  has  gone 
up  to  $5,656  for  the  building  and  the  land  is  $1,610. 

We  have  a  field  sheet  for  every  parcel  of  property  in  Buffalo, 
which  gives  this  detail.  We  give  the  basement,  laundry,  dormers, 
heating  plant,  electric  light,  hardwood  floors — that  is  all  tabulated. 
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Here  is  a  building  that  probably  a  good  many  of  the  gentlemen 
here  have  seen;  that  is  the  Iroquois  Hotel.  E.  M.  Statler  bought 
that- hotel.  It  was  sold  about  a  month  ago  for  $1,500,000.  Our 
assessment  on  that  property  is  SI, 269.000.  All  of  the  residential 
buildings  in  Buffalo  are  figured  on  the  square  foot  basis.  The 
banks,  the  stores  and  industrial  property  are  all  figured  on  the 
cubic  foot.    That  is  the  ^Marine  Bank. 

This  building  here  is  the  General  Electric  building.  That  build- 
ing was  assessed  in  1916  for  $350,000.  It  is  assessed  today  for 
$621,000. 

If  any  of  the  gentlemen  here  would  like  to  get  those  samples, 
the  board  of  assessors  of  Buft'alo  would  be  pleased  to  send  them  out. 

We  get  the  sales  on  ever\-  piece  of  property  in  Buffalo.  All  the 
deeds  are  filed  today  in  the  county  clerk's  office,  we  get  a  copy  to- 
morrow morning,  showing  the  sales  and  price  and  stamps  there  are 
on  them.  Buft'alo  is  divided  into  14  tax  districts,  so  as  to  follow 
up  this  property  the  year  round.  From  the  time  this  system  was 
put  in,  in  1915,  up  to  the  present  time,  with  the  losses  we  have  sus- 
tained through  the  legislature  on  personal  tax  and  on  equipment 
tax.  our  total  increase  from  1915  up  to  the  present  time  is  S415, 
000,000. 

If  there  are  any  questions  that  any  of  the  gentlemen  would  like 
to  ask,  I  would  be  glad  to  answer  them.  I  brought  a  lot  of  samples 
along  with  me  which  I  should  be  glad  to  distribute. 

Chairmax  Sutherland  :  I  want  to  announce  first  that  the 
group  photograph  will  be  taken  at  the  noon  hour  on  Thursday. 
Also  that  at  the  close  of  this  session — and  it  will  not  rim  beyond 
one  o'clock,  and  if  all  the  discussion  from  the  floor  has  not  ended 
before  that  time,  at  ten  minutes  to  one  I  am  going  to  give  five 
minutes  to  Mr.  Zangerle,  and  at  the  conclusion  of  his  remarks,  five 
minutes  to  Mr.  Haas,  to  reply  to  criticisms  and  questions  that  have 
been  raised.    Now  I  will  recognize  the  gentlemen  from  the  floor. 

Mr.  \^^  M.  Franklin  (Oklahoma)  :  I  just  want  to  make  an 
observation  on  one  or  two  points,  and  probably  ask  a  question  or 
two.  It  has  been  emphasized  here  that  the  sales  value  is  the  true 
test,  and  so  on.  Just  a  few  days  ago  I  was  talking  with  one  of  our 
very  wealthy  men  of  Oklahoma — a  bond  buyer — who  owns  a  num- 
ber of  farms  in  that  state,  and  who  probably  knows  the  value  of 
farms  as  well  as  any  other  man  in  Oklahoma.  He  spoke  about 
buying  a  piece  of  land  at  a  good  bargain  near  our  cit>'. 

He  said,  "  There  are  some  heirs  that  owned  the  land  and  they 
wanted  the  money,  and  I  paid  $25,000  for  it.  If  it  could  have 
been  sold  part  down  and  part  on  time,  it  would  have  brought 
$10,000  or  $15,000  more;  it  would  have  given  a  reasonable  interest 
on  the  balance  due.    The  minute  that  the  papers  were  signed,  that 
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property  was  doubled  in  value.  It  had  been  owned  by  a  number  of 
minors  who  wanted  the  money  right  down,  and  there  are  a  great 
many  people,  of  course,  who  could  not  pay  $25,000  down." 

Today  he  wouldn't  take  over  double  what  he  gave  for  that  prop- 
erty. I  should  like  to  ask,  to  what  extent  can  values  of  that  kind, 
or  sales  of  that  kind,  be  taken  as  a  criterion?  I  know  of  other 
cases.  I  know  of  real  estate  in  Oklahoma  City.  I  know  of  one 
party  who  had  been  renting  a  piece  of  property  before  the  war, 
and  the  young  man  who  owned  the  property  went  off  to  the  war. 
He  had  been  offering  it  at  a  certain  price,  and  while  he  was  across 
the  water  he  accepted  an  offer  at  the  price  he  was  asking.  At  that 
time  other  improvements  had  been  put  on  the  adjacent  property 
and  the  property  was  doubled  in  value.  To  what  extent  can  you 
take  the  sales  value  in  a  case  of  that  kind  as  a  criterion? 

Just  a  word  with  reference  to  the  formula  offered  here.  I  can 
understand  easily  how  somebody  else  might  understand  it  (laugh- 
ter), but  the  question  that  occurs  to  me  is,  how  long  would  it  take 
to  educate  our  average  county  tax  assessors  how  to  apply  that  plan  ? 
That  would  be  one  of  the  serious  questions.  I  think  I  can  under- 
stand that  there  are  some  factors  that  would  arise  that  are  not 
included. 

I  have  been  wanting  to  buy  a  little  piece  of  property  near  my 
city,  consisting  of  five  acres.  My  wife,  every  time  I  go  out  there, 
looks  at  some  little  shacks  out  on  some  adjacent  property.  I  know 
that  in  the  reasonably  near  future  the  owner  of  that  property  is 
going  to  put  in  some  valuable  improvements  on  that  property,  that 
would  enhance  the  value  of  the  property  that  I  want  to  buy. 

I  know  in  a  certain  section  of  our  city  there  is  a  packing  plant, 
and  when  the  winds  come  from  the  south,  there  is  a  terrible  odor. 
That  would  affect  the  value  of  that  property. 

Those  mathematical  factors  enter  partly  in,  but  you  have  to 
leave  the  assessment  as  to  the  value  of  that  property  to  the  good 
sense,  judgment  and  experience  of  the  assessor  of  that  property. 

Dr.  Adams:  May  I,  before  this  discussion  closes,  simply  express 
a  conviction?  We  have  all  of  us  been  through  this  game  of  gen- 
eral judgment  versus  mathematical  formula;  it  has  been  an  old 
and  important  topic  with  us  for  a  number  of  years.  I  have  had 
some  experience  in  this  line. 

I  think  the  fact  that  we  most  frequently  forget  is  that  taxation, 
as  we  must  use  it,  is  a  wholesale  job.  That  is,  after  a  good  many 
years'  experience  with  state  and  federal  governments,  the  prin- 
cipal fact  that  is  borne  home  upon  me. 

It  is  rather  idle,  gentlemen,  to  talk  of  the  exercise  of  human 
judgment,  except  in  exceptional  instances.  You  haven't  time, 
and  you  haven't  the  human  strength ;  the  opportunity  does  not 
exist,  to  go  down  and  scrutinize  each  particular  parcel  of  property 
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each  year,  to  examine  the  odors  from  neighboring  neighborhoods; 
(laughter)  and  the  condition  of  the  shacks  that  are  built  next  door. 

Just  as  some  statesman  once  remarked,  that  patriotism  was  the 
last  refuge  of  the  scoundrel,  so  human  honesty  compels  me  to 
admit  that  in  many  instances  the  excuse  for  exercising  that  human 
judgment  (which  is  after  all  the  last  touchstone,  the  last  criterion, 
the  absolute  indispensable)  is  the  excuse  for  more  sheer  careless- 
ness, for  more  petty,  inexcusable  neglect,  than  almost  anything  I 
know.  The  truth  of  the  matter,  as  I  see  it  and  as  it  works  out  in 
my  experience,  is  this :  Xo  system  can  be  devised  that  will  not 
need  correction;  there  is  no  method  or  formula  that  can  be  used 
that  will  not  need  correctives  in  its  application.  Examining 
upon  general  judgment  is  all  right,  but  no  body  of  men  or  no 
man  can  administer  this  great  wholesale  job  of  tax  assessment 
without  a  system.  You  need  that,  if  for  no  other  reason  than 
that  your  general  judgment  differs  in  the  evening  from  what  it 
was  in  the  morning.  You  get  tired.  You  need  a  system  to  re- 
lieve your  tired  nerves  and  tired  eyes;  to  keep  you  from  becoming 
careless.  After  you  have  received  the  results  of  that  system, 
modify  them;  depart  from  them  whenever  your  general  judgment 
tells  you  that  you  should,  but  don't  discourage  the  men  like  Mr. 
Haas,  who  go  out  with  infinite  pains  and  difficulty  and  attempt 
somewhere  to  get  us  that  precision  and  exactitude  which,  if  we 
are  honest,  we  also  should  want  to  get — some  basis  of  judgment, 
upon  which  everybody  more  or  less  can  agree,  something  that  the 
taxpayer  can  talk  to. 

Think  of  the  taxpayer  here.  He  ought  to  have  some  basis  upon 
which  he  can  reason  with  you;  some  test.  If  it  abides  solely  in 
your  mind,  how  can  he  make  an  appeal  ?  If  he  has  a  system  to 
which  he  can  talk,  he  has  a  basis  upon  which  he  can  meet  you. 

Here  is  my  whole  point :  Occasionally  this  mathematical  method 
which  we  speak  of,  which  is  too  intricate  and  complicated  for 
general  use ;  which  Mr.  Haas  must  recognize  is  too  complicated, 
occasionally  gives  us  something.  It  gives  us  something  like  the 
depth  rule  which,  modified  to  the  particular  experience  in  various 
cities,  is  used  in  almost  every  city  in  the  country  and  is  almost  in- 
dispensable in  modern  city  improvement.  It  gives  us  tables,  such 
as  square  foot  values,  better  foot  values.  We  cannot  trust  to  them 
absolutely;  we  have  to  supplement  each  one  of  them  by  the  exer- 
cise of  common  sense  in  particular  cases;  but  when  you  have 
thousands  and  hundreds  of  thousands  of  assessments  to  make,  you 
need  a  machine  to  make  them  for  you  in  the  first  instance.  (Ap- 
plause) 

Mr.  H.  E.  Xeese  :  ^ly  experience  has  been  confined  primarily  to 
the  assessment  of  public  service  corporations  and  to  the  determin- 
ing of  valuations  for  rate-making  purposes,   but  it  occurs  to  me 
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that  the  same  general  principles  must  also  apply  in  determining  the 
valuation  of  any  species  of  property.  The  same  arguments  and  the 
same  discussions  that  I  have  had  the  pleasure  of  listening  to  today, 
I  must  admit,  are  more  or  less  commonplace  to  me  because  of  my 
long  association  with  the  assessing  ofificers  of  our  state. 

Long  experience  has  forced  me  to  the  conclusion  and  has 
brought  the  board  of  public  works  of  our  state,  which  is  the  as- 
sessing body  of  public  service  corporations,  as  well  as  the  public 
service  commission,  which  fixes  values  for  rate-making  purposes, 
to  the  conclusion  that  no  set  formula  or  mathematical  formulas  can 
be  used  nor  be  employed  in  arriving  at  the  value  of  properties. 

I  make  this  assertion  for  the  reason  of  the  different  conditions 
that  surround  each  and  every  property  that  is  to  be  valued.  Even 
the  Supreme  Court  of  the  United  States,  in  very  recent  decisions, 
has  divided  almost  evenly  on  the  proposition  of  what  methods 
should  be  used,  and  has  laid  down  the  broad  principle  that  any 
valuation  arrived  at  by  any  means  other  than  by  taking  into  con- 
sideration all  elements  of  value  is  erroneous  and  will  not  stand  the 
test  of  the  courts. 

What  I  mean  to  say  is,  it  becomes  necessary,  in  valuing  farm 
properties  or  any  other  properties,  to  not  adhere  to  any  hard  and 
fast,  set  rule,  but  to  take  into  consideration  all  the  elements  that 
may  enter  into  the  value  of  the  property. 

I  will  not  enter  into  a  discussion  of  the  different  elements  of 
value  that  may  attach  even  to  adjoining  pieces  of  property,  and,  as 
I  stated  in  the  beginning,  my  conclusion  is  that  the  solution  of  the 
problem  (if  there  is  any  solution  for  the  problem  of  the  valuation 
of  properties)  is  the  selection  of  men  who  are  competent  to  do  the 
work,  if  it  is  at  all  possible  to  make  such  selections.  They  must  be 
men  of  integrity  and  men  selected  for  the  sole  purpose  of  doing 
the  job  which  is  put  up  to  them. 

The  board  of  public  works  assesses  some  five  hundred  public 
service  corporations.  It  is  a  board  composed  of  the  governor  and 
the  numerous  state  officials,  and  we  know  that  it  becomes  neces- 
sary in  a  great  many  cases  that  come  before  that  board  to  consider 
each  one  absolutely  by  itself;  each  one  must  stand  on  its  own  body. 

Chairman  Sutherland  :  Is  there  unanimous  consent  that  we 
change  the  rule  slightly,  it  being  now  twenty-one  minutes  of  one, 
so  that  each  discussion  will  be  limited  to  three  minutes  instead  of 
seven  ? 

Mr.  Link  :   I  so  move. 

The  motion  was  regularly  seconded  and  carried. 

Mr.  F.  B.  Thomas:  I  just  want  to  get  a  word,  if  I  can,  from 
the  gentleman  who  spoke  as  to  farm  values,  as  to  whether  a  scheme 
has  been  worked  out  for  getting  the  statistics,  the  data  up  to  some 
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authority  who  shall  make  the^  factor  values  and  get  those  factor 
values  back  to  the  local  authorities  for  their  use  ?  I  ask  this  ques- 
tion because  I  am  deeply  interested.  I  don't  think  we  can  afford 
to  ridicule  the  expert.  The  question  of  appraisals  is  big  enough 
for  the  combined  effort  of  the  common-sense  appraiser  and  the 
expert. 

In  Vermont,  as  in  a  good  many  places,  the  law  requires  our 
valuations  to  be  the  true  value  in  money,  but  there  is  no  elimina- 
tion; there  is  no  particular  piece  of  evidence  upon  which  that 
valuation  is  to  be  based  to  the  exclusion  of  other  pieces.  Selling 
prices  are  valuable  evidence,  but  if  there  is  a  scientific  method  as 
accurate  as  the  gentleman  speaks  of,  I  think  it  is  extremely  im- 
portant that  our  assessors,  who  for  the  most  part  are  chosen  be- 
cause they  are  supposed  to  have  some  smattering  of  common  sense 
(probably  some  of  them  don't  have),  may  get  this  information  in 
a  practical  way  so  they  may  have  the  data  on  which  to  base  their 
assessments. 

Mr.  Gary  :  ]^Ir.  Chairman,  may  I  arise  to  a  point  of  personal 
privilege.  It  appears  that  my  remarks  on  this  question  have  been 
misstated,  and  if  you  will  give  me  just  a  moment  on  the  question 
of  personal  privilege,  it  won't  take  me  but  a  minute. 

I  trust  that  none  of  the  members  of  the  conference  have  gained 
the  impression  that  I  was  trying  to  cast  any  aspersions  on  Mr. 
Haas's  paper,  because  I  think  it  has  been  a  very  valuable  factor  in 
this  discussion  this  morning,  and  I  for  one  sincerely  trust  that  the 
mathematicians  will  be  able  to  figure  out  the  land  values  with  the 
same  precision  as  they  now  do  the  eclipses  of  the  sun ;  but  my 
question  was  prompted  purely  and  simply  by  a  sincere  desire  for 
information.  I  am  not  from  Missouri,  but  I  am  from  the  rather 
conservative  state  of  Virginia,  and  if  we  should  ever  try  to  put 
over  this  plan  in  Virginia,  I  think  the  conference  will  agree  that 
I  should  need  a  good  deal  of  information  in  order  to  put  it  over 
with  the  farmer. 

Mr.  L.  H.  Olsox  (Wisconsin)  :  I  want  to  supplement  the  re- 
marks of  the  gentleman  from  Connecticut  who  recently  spoke.  In 
the  case  which  he  refers  to,  I  think  there  is  a  recent  court  decision 
which  may  not  be  known  to  many  here.  In  the  Underwood  Type- 
writer case  the  Connecticut  court  recently  made  a  distinction, 
which  has  a  pertinent  relationship  to  the  subject  discussed  here, 
between  market  value  and  true  value.  This  case  involved  a  plant 
where  there  was  no  transfer,  no  evidence  of  parcel  value,  and 
after  their  testimony,  expert  and  otherwise,  had  been  submitted, 
the  trial  court  established  a  value.  This  was  appealed  and  was 
submitted  to  the  supreme  court  which  recently  overruled  the  trial 
court,  stating  that  where  no  market  value  was  evidenced  by  sales. 
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as  was  the  fact  in  this  case,  the  law  had  provided  another  method 
for  the  determining  of  the  true  value.  The  court  distinguished  be- 
tween market  value  and  true  value,  and  held  that  in  the  case  of 
property  of  this  kind,  where  there  was  no  market  value  available, 
the  true  value  should  be  established,  and  that  evidence  of  the  re- 
production cost,  less  depreciation,  was  one  of  the  important  factors 
in  the  determination  of  true  value. 

I  should  like  to  make  one  observation,  based  upon  twenty-five 
years  in  commercial  valuation  work,  and  my  experience  confirms 
the  statement  made  by  Dr.  Adams:  that  we  need  all  the  theories 
of  values  that  are  practical  to  work  out;  but  as  any  theory  of 
values  must  be  imperfect  in  not  meeting  all  conditions,  we  need 
the  practical,  hardheaded  judgment  to  supplement  theory;  that  it 
is  only  by  a  combination  of  the  two  methods  that  accurate  results 
can  be  obtained. 

Mr.  W.  H.  Maltbie  (Maryland)  :  By  all  training  and  instinct, 
I  lean  toward  the  mathematical  formula,  but  it  has,  it  seems  to  me, 
one  vital  defect,  and  that  is  that  any  mathematical  formula  must 
rest  more  or  less,  as  they  all  do,  upon  an  empirical  determination  of 
the  factors;  it  is  applicable  only  to  the  average  case.  I  don't  care 
whether  it  is  depreciation  or  life  insurance  or  value  of  real  prop- 
erty, they  apply  only  on  the  average.  In  consequence,  you  can  do 
justice  with  a  mathematical  formula  to  the  state,  in  that  you  can 
get  the  proper  amount  of  income  from  the  property  in  the  form  of 
taxes;  but  our  job  is  not  only  to  do  justice  to  the  state,  but  is  to 
do  justice  to  the  individual,  and  the  trouble  with  all  these  mathe- 
matical formulas,  as  I  see  it,  is  that  the  factors  are  sometimes 
negligible,  and  generally  negligible,  so  that  they  will  be  eliminated 
as  Mr.  Haas  has  eliminated  them,  and  become  determining  factors 
only  in  special  cases. 

I  had  occasion  to  test  the  assessment  by  sales  value  in  one  case, 
and  I  determined  it  by  taking  Mr.  Haas's  mathematical  factors,  but 
it  actually  ran  from  50%>  of  the  sales  value  up  to  300%,  of  the  sales 
value,  and  justice  was  not  done  to  the  individual  holders  of  the 
majority  of  the  property,  although  the  city  or  state  got  -what  it 
was  entitled  to.  So  it  seems  to  me  that  we  must  recognize  the  fact 
that  we  must  mete  out  justice  to  the  individual.  In  the  mathe- 
matical formula  we  must  realize  that  it  is  a  guide  which  must  be 
supplemented  in  every  case  by  the  intelligent  judgment  of  an  in- 
telligent assessor.     (Applause) 

Mr.  Heckler  (New  Jersey)  :  As  a  representative  of  the  large 
taxpayer,  I  should  like  to  ask  Mr.  Zangerle,  in  his  five  minutes,  if 
he  might  just  explain  how  he  would  treat  a  proposition  of  this 
kind :  Suppose  the  taxpayer  leases  property  in  various  communities 
and  places   on   this   real  property  certain   buildings  or   something 
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which  will  become  real  property  but  is  his  only  during  the  length 
of  his  lease,  what  is  your  rate  of  depreciation,  or  how  would  you 
figure  the  value  of  his  real  property  where  he  is  not  certain  whether 
he  can  renew  the  lease  at  its  expiration  ? 

Chairman  Sutherland:  Mr.  Haas,  I  think  we  will  now  hear 
from  you  for  five  minutes. 

Mr.  Haas  :  On  the  question  about  a  mathematical  formula  as 
applying  only  to  the  average,  it  depends  upon  how  the  mathematical 
formula  is  calculated.  The  one  which  I  have  calculated  applies  to 
particular  cases.  In  the  error  which  I  have  quoted,  I  used  the 
term  "  average  error,"  but  by  doing  so  I  meant  the  average  error 
of  particular  estimated  sale  price  to  that  particular  sale  price.  This 
formula  works  exactly  on  the  average.  Nowhere  are  the  errors 
involved,  in  particular  cases,  with  each  other.  So  it  is  not  a  ques- 
tion of  it  only  applying  to  an  average  case. 

I  failed  to  touch  upon  the  question  of  administering  a  system  of 
this  sort.  Of  course,  we  cannot  pick  upon  the  assessor  to  go 
through  a  solution  of  this  sort;  we  don't  ask  the  assessor  to  write 
the  tax  bills,  and  a  system  of  this  sort  is  one  involving  a  compli- 
cated analysis  and  requires  the  services  of  a  trained  statistician. 
My  thought  on  that  subject  would  be  that  some  central  body  like 
the  state  tax  commission  could  employ  a  statistician  to  work  out 
the  system.  He  could  section  oft  the  different  parts  of  the  state 
and  work  out  systems  that  would  apply  to  different  sections.  Then 
the  work  of  the  assessor  would  be  merely  that  of  the  enumerator. 
He  would  not  have  to  know  any  more  than  a  man  taking  the 
census.  He  would  have  to  simply  go  out  and  get  the  facts  and  give 
the  data  to  the  people  who  had  the  system  in  the  office,  and  the 
assessor  wouldn't  know  what  that  property  was  going  to  be  as- 
sessed for  when  he  got  that  information.  Every  farm  would  be 
measured  by  the  same  yardstick,  and  the  yardstick  is  the  one  which 
is  determined  by  the  buyers  and  sellers  in  the  market;  not  by  the 
individual  opinion  or  judgment  of  any  one  man,  which,  as  has 
many  times  been  stated,  is  merely  based  upon  his  experience  and 
can  only  be  an  experience  guess. 

The  other  thing  I  would  like  to  say  a  few  words  about  is  the 
question  of  mathematical  factors.  These  factors,  of  course,  are 
expressed  in  mathematical  terms.  I  don't  know  of  any  other  way 
of  expressing  quantitatively  any  factor  which  expresses  value.  I 
have  expressed  them  in  mathematical  terms  in  order  to  get  them 
on  a  quantitative  basis,  so  we  can  add  them  and  multiply  them, 
and  reach  back  to  our  sought  figure ;  that  is  the  sales  price. 

Chairman  Sutherland:  j\Ir.  Zangerle,  will  you  take  five  min- 
utes for  reply? 
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Mr.  Zangerle  :  IMr.  Chairman  and  Gentlemen :  The  president 
of  the  association  answered  so  many  of  the  points  that  I  was  going 
to  answer,  and  he  answered  them  so  fully  and  so  well,  that  I  feel 
my  five  minutes  will  not  be  necessary. 

One  of  the  gentlemen  suggested  that  an  assessor  should  be  very 
cautious  in  his  assessments,  so  that  they  will  not  discourage  in- 
dustry; he  must  not  drive  out  industry  and  he  must  be  careful  not 
to  overappraise.  Now,  I  don't  understand  that.  I  don't  under- 
stand that,  unless  he  is  a  single-taxer,  and  that  would  mean,  of 
course,  that  he  would  want  to  have  the  values  boosted.  But  he 
suggests  that  they  ought  to  be  lowered  so  that  industry  will  not  be 
depressed  and  so  that  the  home  owner  will  not  be  depressed,  and 
so  on  and  so  forth.  I  do  not  conceive  that  to  be  the  duty  of  the 
assessor.  I  think  the  duty  of  the  assessor  is  to  assess  it  as  near  as 
he  can  to  its  true  and  actual  value,  or  to  its  value,  as  one  of  the 
gentlemen  said,  which  term  he  preferred  to  use,  and  which  I  also 
prefer  to  use. 

Now,  what  is  the  actual  value,  of  course,  is  a  difficult  thing  to 
get  at,  and  where  you  have  no  evidence  it  is  a  very  much  more 
difficult  thing  to  get  at.  In  Cleveland  we  do  lease  our  most  val- 
uable property;  our  land  tenure  system  is  the  ninety-nine  year 
lease,  generally  now  renewable  forever,  but  in  its  incipiency  merely 
a  ninety-nine  year  lease  and  then  expiring.  We  have  to  get  at  the 
value  of  that  land,  whether  we  like  to  or  not.  We  haven't  any 
sales  to  control  us,  to  give  us  evidence,  so  we  have  to  resort  to  a 
method  of  capitalization.  It  is  dubious  as  to  whether  we  are 
getting  at  the  proper  evidence  of  value;  in  questions  of  graded 
rentals  whether  you  should  take  the  initial  period  of  rental ; 
whether  you  should  capitalize  at  6%,  whether  you  should  take  an 
average  of  10  years  or  20  years  and  capitalize  that,  or  whether 
you  should  take  the  present  worth  of  each  year  for  the  99  years, 
or  if  it  is  longer,  whether  you  should  capitalize  it  as  in  perpetuity. 
Those  things  are  difficult.  It  is  just  as  difficult,  under  the  inheri- 
tance tax,  where  we  are  required  to  appraise  the  stocks  of  cor- 
porations which  are  closed  corporations,  at  their  true  market  value. 
They,  of  course,  have  no  market  value.  That  is  one  of  the  anom- 
alies :  they  have  no  market,  but  we  have  to  appraise  them  at  their 
market  value  under  the  statute.  To  get  at  the  market,  we  find 
some  very  curious  things.  We  find  that  if  we  capitalize  our  earn- 
ings, as  the  United  States  government  permits,  at  a  certain  rate 
for  certain  businesses,  we  are  getting  a  value  that  is  insignificant 
as  compared  with  the  inventory  value  and  the  real  value  of  the 
corporation,  because  the  corporate  assets  may  be  represented  very 
largely  by  Liberty  bonds  or  other  municipals  that  are  profitable  to 
the  extent  of  5%.  When,  then,  you  take  the  earnings  and  capitalize 
at  10,  12  or  15  per  cent,  as  I  have  seen  allowed  by  federal  authori- 
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ties,  you  are  in  effect  valuing  the  Liberty  bonds  at  $30,  $40  or  $50, 
\vhen  they  are  selUng  in  the  market  at  par. 

The  value  of  a  piece  of  property  cannot  be  proven  by  a  sale. 
That,  I  think,  answers  one  of  the  gentlemen  who  spoke.  And 
when  a  sale  is  effected,  and  immediately  afterward  it  is  admitted 
that  it  is  worth  twice  that  much,  or  is  leased  at  twice  that  much, 
or  some  other  evidence  proves  that  it  is  worth  twice  that  much, 
the  value  of  that  sale  is,  of  course,  absolutely  impeached  and 
nullified. 

Many  of  the  points  that  were  brought  out  here  were  answered 
by  some  of  the  other  speakers,  and  I  again  thank  you  for  your  in- 
dulgence.    (Applause) 

Chairman  Sutherland  :  Before  adjournment  I  want  to  express 
the  appreciation  of  the  chair  to  the  very  able  gentlemen  who  pre- 
sented the  principal  papers  and  also  to  those  who  have  participated 
in  the  discussion,  for  their  cooperation  in  making  this  program 
what  I  regard  as  a  distinct  success  and  a  most  interesting  one. 

J\Ir.  Tunell  has  another  question  which  he  has  been  very  anxious 
to  ask,  and  as  he  always  has  something  interesting  and  profitable 
to  offer,  before  we  adjourn,  we  will  wait  just  a  moment  and  hear 
from  Mr.  Tunell. 

Mr.  Tunell  :  It  wasn't  so  much  a  question  as  a  statement  which 
I  wished  to  make.  First  of  all,  I  have  no  criticism  to  offer  of  the 
mathematical  statements  made  over  yonder  on  that  chart.  Mr. 
Haas  starts  off  with  the  fundamental  proposition  that  property  is 
worth  what  it  will  sell  for.  That  is  my  proposition;  that  is  at  a 
normal  sale,  under  customary  conditions.  It  does  not  require  but 
a  very  few  words  to  explain  my  position  and  to  support  the  con- 
tention that  I  originally  made. 

All  the  speakers  on  the  other  side  have  freely  granted  that  when 
they  had  the  opportunity  to  check  their  computations  by  an  actual 
sale,  they  accepted  the  actual  sale  and  at  once  corrected  their  as- 
sessments accordingly. 

I  know  something  of  what  a  delightful  place  Providence  is  to 
live  in;  conditions  there  are  more  or  less  fixed;  different  from  the 
conditions  that  w^e  have  to  deal  with  in  the  West,  but  I  should 
imagine  that,  notwithstanding  conditions  as  a  whole  might  be 
very  delightful  in  Providence,  the  life  of  an  assessor  in  a  com- 
munity where  there  were  no  sales  to  enable  him  to  check  up  his 
assessments  would  be  a  very  difficult  one.     (Laughter) 

I  don't  contend  that  the  method  of  sales  prices  can  be  univer- 
sally applied.  I  recognize  the  condition  stated  as  obtaining  in  the 
city  of  Providence,  and  then  the  next  best  method  should  be  em- 
ployed, which  I  conceive  to  be  capitalization  of  net,  which,  how- 
ever,  involves  some  difficulties.     First  of  all,  what  is  the   actual 
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net  ?  Then  the  next  question  arises :  At  what  rate  shall  the  net  be 
capitalized?  You  can  go  farther.  There  are  properties  which 
must  be  assessed,  for  which  there  is  no  net  whatever,  and  there  I 
should  imagine  the  life  of  the  assessor  becomes  still  more  difficult. 
(Laughter)     I  thank  you  very  much.     (Applause) 

Chairman  Sutherland:  Gentlemen,  if  there  is  no  further 
discussion  or  motion  to  prolong  the  session,  I  will  declare  it  ad- 
journed, and  the  next  session  will  be  held  at  two-thirty. 

Adjournment 
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Tuesday  Afternoon,  September  25,  1923 

Chairman  Adams  :  One  of  the  men  who  is  especially  interested 
in  this  subject  and  who  has  long  been  a  tower  of  strength  in  our 
association,  Mr.  J.  F.  Zoller,  tax  attorney  of  the  General  Electric 
Company,  will  preside  at  this  session. 

Chairman  Zoller:  I  want  to  read  the  subject  as  it  is  written 
on  the  program :  "  State  Excise  Taxes,  as  Limited  by  Considera- 
tions of  Interstate  Comity  and  by  the  Commerce  Clause  of  the 
Federal  Constitution." 

I  want  to  call  to  your  attention  the  fact  that  there  are  two  fac- 
tors in  this  subject:  one  is  interstate  comity  and  the  other  the 
Commerce  Clause  of  the  federal  Constitution.  One  refers  to 
things  which  states  ought  to  do  among  themselves  in  order  to 
avoid  duplication  of  taxation  of  the  same  property  or  income; 
the  other  to  things  that  the  state  must  do,  under  the  federal  Con- 
stitution. Not  all  states  do  what  they  ought  to  do  in  taxing  prop- 
erty. One  state  sometimes  gets  a  little  too  zealous  and  reaches 
over  the  border  and  undertakes  to  tax  property  which  it  ought  not 
to  tax;  which  perhaps  it  has  the  right  to  tax  in  some  instances, 
because  it  is  not  prohibited  by  the  federal  Constitution,  but  which 
it  ought  not  to  tax. 

This  association,  as  you  all  know,  has  been  striving  for  years  to 
bring  about  equality  of  taxation — proper  distribution  of  the  burden 
among  the  different  states. 

The  other  side  of  the  problem  is  where  the  Constitution  steps  in 
and  prohibits  the  states  from  imposing  certain  taxes,  even  though 
some  states  think  they  ought  to  have  the  right  to  impose  them. 

I  think  probably  this  is  one  of  the  most  important  sessions  that 
you  will  have  here.  This  paper  will  probably  be  more  or  less 
technical,  because  it  is  going  to  be  read  by  a  prominent  attorney 
who  has  probably  had  as  much  actual  experience  with  litigation  in 
matters  where  the  state  has  violated  the  Commerce  Clause  of  the 
Constitution,  as  any  other  individual  who  has  been  interested  in 
that  subject;  but  I  wish  you  would  follow  this  paper  as  closely  as 
-you  can,  make  note  of  the  things  that  are  mentioned  therein ;  the 
things  which  the  courts  have  held  the  states  cannot  do,  in  order 
that  we  may  have  a  proper  and  fair  discussion  of  the  situation 
after  the  paper  has  been  read. 
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We  want  to  get  these  two  points  in  our  mind :  One  represents 
what  the  states  ought  to  do  among  themselves;  the  other  is  where 
the  federal  Constitution  puts  a  prohibition  on  what  can  be  done 
in  matters  of  taxation  by  the  different  states.  Excise  taxation  is 
a  tax  upon  privilege,  and  one  fundamental  rule  that  will  be  brought 
out  in  this  paper  is  that  if  the  thing  done  is  interstate  commerce, 
you  cannot  tax  the  privilege  of  carrying  that  on.  The  states  can- 
not do  that,  although  the  federal  government  perhaps  can. 

I  take  great  pleasure  in  introducing  Louis  H.  Porter,  Esquire, 
of  New  York  City,  who  will  read  a  paper  on  this  most  important 
subject.     Mr.  Porter.     (Applause) 

STATE  EXCISE  TAXES  AS  LIMITED  BY  THE  FEDERAL 
CONSTITUTION 

LOUIS    H.    PORTER 
New  York  City 

Your  secretary  has  asked  me  to  talk  on  the  legal  aspects  of 
state  excise  taxes.  This  is  a  very  wide  field,  and  opens  the  door 
to  a  discussion  far  beyond  the  limits  of  your  patience.  So  to  re- 
assure you,  let  me  say  at  the  outset  that  I  shall  confine  myself  to 
legal  restraints  on  state  taxes  imposed  by  the  federal  Constitution, 
and  shall  further  limit  my  talk  to  the  two  points  as  to  which  the 
constitutional  question  is  most  often  raised. 

Section  8  of  Article  I  of  the  Constitution  provides  that  Con- 
gress shall  have  power  "  To  regulate  commerce  with  foreign 
nations  and  among  the  several  states  and  with  the  Indian  tribes." 
And  the  Fourteenth  Amendment  to  the  Constitution  provides  that 

"  No  state  shall  make  or  enforce  any  law  which  shall  abridge 
the  privileges  or  immunities  of  citizens  of  the  United  States ; 
nor  shall  any  state  deprive  any  person  of  life,  liberty,  or 
property  without  due  process  of  law,  nor  deny  to  any  person 
within  its  jurisdiction  the  equal  protection  of  the  laws." 

With  the  exception  of  the  expressed  prohibition  of  a  tax  on 
exports  and  imports,  and  the  implied  prohibition  of  a  tax  on  the 
instrumentalities  of  government,  these  are  the  only  sections  in 
the  Constitution  aft'ecting  the  states'  sovereign  right  to  tax;  and 
the  legality  of  a  state  law  under  the  federal  Constitution  usually 
depends  upon  whether  the  law  violates  either  of  these  provisions. 

In  the  famous  case  of  McCullough  v.  State  of  Maryland  (4 
Wheat.  316),  Chief  Justice  Marshall  said  that  the  power  to  tax 
was  the  power  to  destroy,  and  this  saying  has  become  a  common- 
place in  our  jurisprudence.  In  the  early  days  of  Gibbons  v.  Ogden 
(9  Wheaton,  1),  Justice  Marshall  held  that  since  the  Constitution 
gave  power  to  Congress  to  regulate  commerce  between  the  several 
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states  and  with  foreign  nations,  it  was  incompatible  with  that 
grant  of  power  to  Congress  to  permit  any  individual  state  to  reg- 
ulate or  destroy  that  commerce.  This  rule  was  applied  to  the 
taxation  of  interstate  commerce  in  Crandell  v.  Nevada  (6  Wall. 
35).  While  in  the  hundred  years  which  have  elapsed  since  that 
decision  there  have  been  a  great  number  of  cases  before  the 
Supreme  Court  raising  this  question  of  the  power  of  the  state  to 
tax  interstate  or  foreign  commerce,  the  Supreme  Court  has  never 
questioned  the  soundness  of  the  rule ;  and  it  has  been  affirmed  in 
hundreds  of  cases,  and  may  be  said  to  stand  today  as  one  of  the 
cornerstones  of  our  system  of  constitutional  taxation.  A  state 
cannot  lay  a  tax  on  interstate  commerce;  and  if  it  attempts  to  do 
so,  the  law  imposing  the  tax  is  invalid. 

While  certain  discriminatory  taxes  have  been  held  illegal  as 
abridging  the  privileges  of  citizens  under  the  Fourteenth  Amend- 
ment, the  more  important  and  more  commonly  violated  part  is  the 
clause  which  forbids  any  state  to  "deprive  any  person  of  life,  lib- 
erty, or  property  without  due  process  of  law." 

The  courts  have  frequently  held  that  this  section  should  be  con- 
strued as  limiting  the  power  of  the  state  to  impose  taxes.  Here, 
again,  you  will  see  that  there  is  no  express  reference  to  taxation ; 
and  if  we  go  back  to  the  history  of  the  times  preceding  the  adop- 
tion of  the  Fourteenth  Amendment,  we  shall  see  that  it  followed 
the  Civil  War,  and  was  immediately  prompted  by  the  desire  on  the 
part  of  the  northern  states  to  protect  the  negroes  who  had  been 
freed  from  slavery  by  the  Thirteenth  Amendment.  It  was  not 
until  a  good  many  j-ears  after  the  adoption  of  this  amendment  that 
the  Supreme  Court  finally  came  to  hold  that  under  it  a  taxpayer 
had  the  right  to  challenge  a  tax  levied  by  a  state  on  the  ground 
that  it  was  a  taking  of  his  property  without  due  process  of  law. 
LouisznUe  Ferry  Co.  v.  Kentucky  (188  U.  S.  385).  It  is  today 
well  settled  that  a  tax  levied  on  a  subject  without  the  jurisdiction 
of  the  state  is  not  levied  with  due  process  of  law. 

Thus,  if  a  state  attempts  to  impose  a  personal  tax  upon  a  person 
not  a  resident  of  the  state,  it  is  uniformly  held  that  such  a  tax  is 
not  levied  with  due  process  of  law,  and  is  therefore  invalid.  Again, 
if  a  state  attempts  to  tax  property  which  is  situated  in  another 
state,  such  a  tax  is  without  due  process  of  law;  and  if  such  a  tax 
is  laid,  and  is  sought  to  be  collected  from  the  owner  of  the  prop- 
erty, through  seizing  other  property  belonging  to  him  and  situated 
within  the  state's  jurisdiction,  such  a  tax  is  without  due  process 
of  law  and  is  invalid.  Union  Transit  Co.  v.  Kentucky  (199  U.  S. 
194).     So  much  is  well  settled. 

Whether  a  tax  is  lacking  in  due  process  of  law  because  it  is  ex- 
cessive in  amount  is  a  question  which  cannot  be  said  to  have  been 
finallv  decided.     There  have  been   some   suggestions  in  decisions 
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of  the  Supreme  Court  wherein  the  point  has  not  been  involved, 
that  a  tax  might  be  so  excessive  as  to  be  illegal,  as  depriving  a 
person  of  his  property  without  due  process  of  law — that  is,  amount- 
ing to  confiscation.  The  only  case  that  I  know  of  in  which  that 
question  has  been  directly  raised  was  To-mnc  v.  McElligott  (274 
Fed.  960),  in  which  I  argued  to  the  district  court  that  a  federal 
income  tax  at  the  rate  of  72%,  amounted  to  confiscation,  and  was 
illegal.  This  case,  of  course,  did  not  arise  under  the  Fourteenth 
Amendment,  but  under  the  Fifth  Amendment,  limiting  the  powers 
of  the  Federal  Government  in  the  same  language  as  is  used  in  the 
Fourteenth  Amendment  with  reference  to  the  states.  The  district 
court  held  that  the  question  of  the  rate  of  tax  was  essentially  a 
matter  of  legislative  discretion,  and  that  in  its  opinion  a  tax  could 
not  be  condemned  by  the  courts  on  this  ground,  as  violating  the 
constitutional  provision.  The  case  was  not  appealed,  and  the  ques- 
tion as  to  whether  any  rate  of  tax  would  be  held  by  the  court  to  be 
ipso  facto  illegal,  as  depriving  a  citizen  of  his  property  without 
due  process  of  law  has  not,  therefore,  been  finally  determined. 

We  have,  then,  two  questions  that  commonly  arise  with  refer- 
ence to  the  constitutional  validity  under  the  federal  law  of  a  state 
tax.  Is  it  a  tax  on  interstate  or  foreign  commerce  ?  Is  it  a  tax 
on  persons  or  property  without  the  state's  taxing  jurisdiction?  It 
will  be  seen  that  these  two  questions  resolve  themselves  into  a  con- 
sideration of  what  is  in  fact  the  subject  of  tax.  When  that  ques- 
tion is  answered,  the  question  as  to  whether  that  subject  is  inter- 
state commerce,  or  is  property  of  persons  beyond  the  jurisdiction  of 
the  state,  is  usually  not  a  matter  of  serious  controversy.  The  ques- 
tion of  the  validity  of  the  tax  is  usually  answered  when  the  subject 
of  the  tax  is  determined. 

In  the  consideration  of  this  question  of  the  subject  of  tax,  there 
are  two  principles  that  the  courts  have  gradually  evolved,  and  which 
may  today  be  said  to  be  firmly  settled.  The  first  of  these  is  that  in 
considering  the  validity  of  a  state  tax  law,  the  federal  courts  will 
look  at  the  substance  and  not  at  the  form.  The  name  given  to  the 
tax  by  the  state  legislature  or  by  the  state  court  is  not  controlling, 
and  usually  has  comparatively  little  weight  with  the  federal  court. 
The  tax  may  be  in  name  an  ordinary  property  tax  on  property 
subject  to  the  state's  taxing  jurisdiction;  but  if  in  substance  it  is 
a  tax  upon  a  subject  that  the  state  cannot  lawfully  tax,  then  the 
tax  is  held  invalid;  and  conversely,  the  tax  may  be  in  form  one 
upon  a  subject  that  the  state  cannot  lawfully  tax,  and  yet  it  may 
be  sustained  because  in  substance  and  in  reality  the  court  finds  it 
is  a  tax  upon  a  subject  over  which  the  state  can  properly  exercise 
jurisdiction.  An  illustration  of  the  first  class  of  cases  is  given  in 
Champlain  Realty  Co.  v.  Tozvn  of  Brattleboro  (43  Sup.  Ct.  Rep. 
146).    There  some  logs  were  being  transported  by  water  in  inter- 
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state  commerce  from  Vermont  to  Xew  Hampshire.  Because  of  a 
flood  and  the  danger  of  loss,  the  logs  were  kept  in  a  boom  in  the 
Town  of  Brattleboro  for  about  a  week;  and  one  of  the  days  in  this 
week  happened  to  be  the  tax  day.  The  logs  were  there,  physically 
present  in  the  state,  and  were  subject  to  the  state's  physical  con- 
trol. Accordingly,  the  Vermont  courts  sustained  a  tax  on  these 
logs  levied  by  the  Town  of  Brattleboro.  The  Supreme  Court,  how- 
ever, reversed  this  decision,  and  held  that  the  tax  was  in  substance 
a  tax  upon  interstate  commerce,  and  that  there  was  no  distinction 
between  a  direct  tax  on  the  commerce  and  a  tax  upon  the  property 
being  transported  in  interstate  commerce.  The  interruption  of 
transportation  was  held  to  be  a  mere  incident  in  the  commerce, 
not  giving  the  state  jurisdiction  to  impose  a  tax  upon  that  property. 

On  the  other  hand,  in  Home  Insurance  Co.  v.  New  York  (134 
U.  S.  594),  the  State  of  Xew  York  levied  a  tax  upon  the  insurance 
company,  a  corporation  organized  under  its  laws.  The  tax  was 
on  the  privilege  of  exercising  its  corporate  franchises  in  the  state. 
It  was  measured  by  all  of  the  property  of  the  corporation,  includ- 
ing a  number  of  government  bonds,  which  were  themselves  exempt 
from  taxation.  The  state  could  not  tax  the  bonds  as  a  property 
tax.  It  could  not  tax  the  owner  of  the  bonds  because  of  their 
o^\^lership,  but  it  was  held  that  it  could  levy  a  franchise  tax  on 
the  corporation,  and  measure  that  tax  by  all  the  property  of  the 
corporation,  including  the  value  of  the  bonds.  A  similar  distinc- 
tion was  pointed  out  in  Flint  v.  Stone,  Tracy  &  Co.  (220  U.  S. 
110),  involving  a  federal  tax  levied  under  the  Corporation  Excise 
Tax  Law  of  1909.  The  tax  was  measured  by  the  income  of  the 
corporation.  The  subject  taxed  was  the  privilege  of  exercising 
corporate  franchises  within  the  United  States.  The  corporation 
claimed  that  income  which  it  received  from  state  bonds  could  not 
be  used  as  the  measure  of  this  tax,  because  it  was  in  substance  a 
tax  upon  the  income.  But  the  court  held  that  this  was  not  the 
case,  that  it  was  in  fact  a  tax  on  corporate  franchises,  and  that 
was  the  subject  taxed,  and  that  the  fact  that  the  measure  of  the 
tax  was  something  which  could  not  be  directly  taxed  did  not  in- 
validate the  tax. 

So,  in  looking  at  any  state  tax  law,  the  first  question  to  consider 
is  what  is  in  fact  and  in  substance  the  subject  taxed,  and  in  an- 
swering that  question  the  measure  of  the  tax  is  only  one  criterion 
which  may  or  may  not  be  controlling.  Thus,  in  the  recent  case 
of  Crew  Levick  Co.  v.  Pennsylvania  (245  U.  S.  292),  the  Supreme 
Court  held  that  a  tax  measured  by  gross  receipts  in  foreign  com- 
merce was  in  substance  a  tax  upon  that  commerce,  and  was  invalid 
when  levied  by  the  State  of  Pennsylvania;  while  in  Pullman  v. 
Richardson  (43  Sup.  Ct.  Rep.  366),  the  court  held  that  a  tax 
measured  by  gross  receipts  in  interstate  commerce  was  not  a  tax 
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on  that  commerce,  but  was  in  substance  a  tax  on  property  in  the 
state.  These  two  cases  seem  at  first  glance  to  be  entirely  incon- 
sistent with  each  other,  but  an  analysis  of.  the  facts  shows  the  line 
of  distinction,  and  they  serve  clearly  to  illustrate  the  principle  that 
I  have  referred  to,  that  the  court  in  every  case  will  determine 
upon  the  facts  in  that  case  what  is  in  substance  the  subject  taxed. 

In  the  Crew  Levick  case,  the  tax  was  entitled  and  was  in  fact 
an  "  annual  mercantile  license  tax."  It  had  no  relation  whatever 
to  property  in  the  state,  but  was  solely  a  sales  tax.  The  business, 
and  not  property,  was  the  subject  taxed.  On  the  other  hand,  in 
the  Pullman  case,  the  tax  was  described  as  an  ordinary  tax  on 
property.  The  receipts  from  interstate  commerce  were  used  merely 
as  a  measure  of  the  value  of  the  cars. 

The  Crew  Levick  case  illustrates  the  impracticability  of  a  state 
tax  on  sales.  If  it  applies  to  sales  made  in  interstate  commerce,  it 
is  void.  If  it  excludes  them,  it  necessarily  works  an  injustice  to 
the  state's  own  citizens  and  to  intrastate  commerce. 

This  principle  finds  further  illustration  in  three  other  recent 
cases.  In  Oliver  Iron  Mining  Co.  v.  Lord,  43  Sup.  Ct.  Rep.  526 
(the  Minnesota  mining  tax  case),  and  in  Heisler  v.  Thom-as  Col- 
liery Co. J  43  Sup.  Ct.  Rep.  83  (the  Pennsylvania  mining  tax  case), 
occupation  taxes  on  the  production  of  property,  which  was  destined 
thereafter  to  be  moved  in  interstate  commerce,  was  sustained.  In 
Sonneborn  Bros.  v.  Keeling,  43  Sup.  Ct.  Rep.  643,  a  tax  on  local 
sales  was  sustained,  although  the  goods  so  sold  were  in  original 
packages,  which  had  previously  been  imported  into  the  state  in 
interstate  commerce.  In  each  case  the  decision  turned  on  the  de- 
termination of  what  was  the  subject  taxed.  When  the  court 
found  that  the  subject  was  not  interstate  commerce,  but  a  local 
business  within  the  jurisdiction  of  the  state,  the  validity  of  the  tax 
followed  as  a  matter  of  course.  The  fact  that  the  subject  taxed 
was  related  indirectly  to  interstate  commerce  did  not  grant  im- 
munity to  a  business  tax  any  more  than  to  the  property  tax  sus- 
tained in  Coe  v.  Errol. 

The  Sonneborn  case  is  interesting  chiefly  because  the  court 
overrules  certain  inadvertent  expressions  in  earlier  decisions  which 
seemed  to  hold  that  goods  imported  into  a  state  in  interstate  com- 
merce, and  thereafter  retained  there  in  original  packages,  were  in- 
definitely immune  from  all  taxation.  Such  an  immunity  was  ob- 
viously not  justified  by  settled  constitutional  theory.  The  immunity 
must  be  limited  to  preventing  the  state  from  directly  burdening 
interstate  commerce.  Where,  as  in  the  cases  I  have  referred  to, 
the  tax  applied  either  before  the  interstate  commerce  commenced, 
or  after  it  had  ended,  it  could  not  operate  as  a  direct  burden  on 
that  commerce ;  and  the  tax  was  accordingly  valid.  In  each  case, 
the  tax  was  on  a  local  business  within  the  exclusive  jurisdiction  of 
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the  state;  and  the  connection  between  that  local  business  and  the 
interstate  commerce  was,  if  not  fortuitous,  at  least  incidental. 

Another  basic  principle  in  the  determination  of  the  question  as 
to  whether  the  subject  taxed  is  interstate  commerce,  is  that  while 
commerce  itself  cannot  be  taxed,  its  instrumentalities  can  be  taxed. 
That  is,  the  fact  that  property  is  used  in  interstate  commerce  does 
not  give  it  immunity  from  state  taxation  as  property;  while  the 
fact  that  property  is  within  the  state's  jurisdiction  merely  as  inci- 
dental to  and  as  a  part  of  interstate  commerce,  does  give  it  im- 
munity from  state  taxation.  This  distinction  is  illustrated  in  the 
Champlain  Realty  Co.  case,  of  the  tax  on  logs  that  I  have  just 
referred  to,  on  the  one  hand,  and  on  the  other,  in  the  numerous 
cases  sustaining  property  taxes  on  railroad  cars  or  on  ships — such 
as  PuUman  v.  Richardson.  If  such  property  has  a  permanent  situs 
in  the  state,  it  is  subject  to  taxation,  and  the  fact  that  it  is  an  in- 
strumentality used  in  interstate  commerce  does  not  give  it  im- 
munity from  such  taxation.  So,  in  the  case  of  a  trading  corpora- 
tion engaged  in  interstate  commerce,  the  state  can  properly  tax 
the  property  owned  by  the  corporation  and  having  a  situs  in  the 
state,  while  it  cannot  tax  the  property  owned  by  the  corporation 
and  present  in  the  state  in  transit,  and  constituting  a  part  of  inter- 
state commerce.  This  distinction  was  pointed  out  in  the  Champlain 
Realty  Co.  case  in  distinguishing  Coe  v.  Errol  (116  U.  S.  517). 

One  of  the  most  popular  taxes  at  the  present  time  is  that  upon 
net  incomes,  either  of  individuals  or  of  corporations,  and  the 
nature  of  an  income  tax  is  something  which  has  been  the  subject 
of  a  good  deal  of  judicial  discussion,  and  is,  perhaps,  not  finally 
settled  in  all  of  its  aspects.  There  have  been  two  views  expressed 
by  the  Supreme  Court, — first,  that  an  income  tax  was  an  excise 
on  the  privilege  of  receiving  income;  and  the  later  view,  that 
while  this  was  true  as  to  income  from  business  and  professions,  it 
was  a  direct  tax  on  property,  so  far  as  income  from  that  property 
was  concerned.  When  an  income  tax  is  levied,  the  question  as  to 
the  subject  taxed  is  not  yet  fully  determined.  Obviously,  there  is 
no  such  thing  as  a  tax  on  net  income  considered  as  a  subject  of 
taxation.  A  net  income  can  have  no  separate  or  real  existence. 
For  example,  a  net  income  of  $10,000,  when  received  by  one  man 
means  one  thing,  but  when  received  and  divided  among  ten  dif- 
ferent men,  it  is  an  entirely  different  thing.  The  term  "'  net  in- 
come "  is  merely  a  measuring  stick,  and  considered  by  itself  means 
nothing  more  than  a  yard  or  a  foot  or  any  other  measure.  You 
cannot  tax  a  yard,  and  you  cannot  tax  a  net  income.  Both  must 
be  considered  as  attributes  of  some  subject.  The  present  view 
seems  to  be  that  the  subject  taxed  in  income  taxes  varies  with  the 
relation  of  the  person  paying  the  tax  to  the  taxing  power.  When 
a  state  levies  an  income  tax  on  its  own  citizen,  the  tax  seems  to  be 
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construed  as  a  personal  tax  on  him,  and  is  as  truly  a  personal  tax 
as  a  capitation  tax,  but  when  an  income  tax  is  levied  by  a  state 
upon  a  non-resident,  the  tax  is  not  considered  invalid  as  a  per- 
sonal tax  on  a  person  not  subject  to  the  state's  jurisdiction,  but  is 
considered  as  in  substance  a  tax  on  the  source  of  that  income — 
either  property  within  the  state  or  business  transacted  within  the 
state. 

Furthermore,  the  Supreme  Court  has  evolved  a  distinction  be- 
tween a  tax  on  net  income  and  a  tax  on  the  business  producing 
that  income.  In  Peck  v.  Lowe  (247  U.  S.  165)  and  in  U.  S.  Glue 
Co.  V.  Oak  Creek  (247  U.  S.  321),  the  Supreme  Court  sustained 
taxes  on  net  income,  a  considerable  part  of  which  was  derived  in 
the  first  case  from  the  business  of  exporting,  and  in  the  second 
case  from  interstate  commerce.  In  both  cases  the  taxing  power 
was  without  jurisdiction  to  impose  a  tax  upon  the  source  of  the 
income,  but  in  each  case  it  had  jurisdiction  to  tax  the  taxpayer 
personally.  It  was  there  held  that  a  tax  on  net  income  was 
different  from  a  tax  on  gross  receipts,  and  did  not  amount  in  sub- 
stance to  a  tax  on  the  business  producing  the  net  income,  but 
was  on  the  contrary  a  personal  tax  on  the  taxpayer.  In  Shaffer 
V.  Carter  (252  U.  S.  2i7),  an  income  tax  on  a  non-resident  was 
sustained,  although  that  income  was  derived  in  part  from  inter- 
state commerce.  The  business  was  located  in  the  State  of  Okla- 
homa, and  the  state  had  jurisdiction  to  impose  a  tax  on  the  prop- 
erty in  that  state,  and  therefore  a  tax  on  the  income  from  the 
property  in  the  state.  The  dicta  in  Peck  v.  hcfwe  and  U .  S.  Glue 
Co.  V.  Oak  Creek  was,  however,  followed,  and  in  so  far  as  the  tax 
affected  interstate  commerce,  it  was  sustained,  on  the  ground  that 
it  was  not  a  tax  on  the  commerce.  The  court  did  not  consider 
the  distinction  that  in  those  two  cases  there  had  been  a  personal 
jurisdiction  over  the  taxpayer,  which  was  lacking  in  the  Oklahoma 
case;  and  in  so  far  as  Shaffer  v.  Carter  sustains  a  tax  levied 
against  the  income  of  non-residents  derived  from  interstate  com- 
merce, the  question  cannot  be  said  to  have  been  finally  settled,  be- 
cause the  extent  to  which  interstate  commerce  entered  into  Mr. 
Shaffer's  income  did  not  appear  in  the  record  submitted  to  the 
Supreme  Court.  Whether  a  tax  against  a  non-resident  on  income 
solely  derived  from  interstate  commerce  can  be  taxed  by  a  state 
is  one  of  the  questions  still  remaining  to  be  decided.  It  is  involved 
in  the  recent  case  of  Alpha  Portland  Cement  Co.  v.  the  Common- 
wealth, which  I  hope  to  argue  in  the  Supreme  Court  sometime 
during  the  following  winter.  The  Massachusetts  state  court  has 
held  that  such  a  tax  can'  be  imposed. 

Now,  those  of  you  who  are  interested  in  planning  new  tax 
measures  may  ask  whether  there  is  any  fundamental  principle  that 
will  guide  you  and  enable  you  to   avoid  the  enactment  of  laws 
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which  may  be  held  to  infringe  the  Federal  Constitution.  I  think 
there  is,  and  that  that  principle  is  found  in  the  theory  with  which 
you  approach  this  question  of  state  taxation.  There  are  two 
clearly  defined  theories  on  this  subject.  One  is  the  German  doc- 
trine of  force;  that  might  makes  right.  This  theory  was  frankly 
stated  by  the  Attorney  General  of  Xew  York  in  Travis  v.  Yale  & 
Towne  Mfg.  Co.  when  he  said: 

"  The  only  question  is  whether  the  state  has  power  to  en- 
force this  tax,  and  its  nature  does  not  assist  in  determining 
that  question." 

The  other  theory  is  the  American  one  of  justice  and  right,  and  is 
based  upon  the  doctrine  of  protection.  This  was  well  stated  by 
the  Supreme  Court  in  Union  Transit  Co.  v.  Kentucky  (199  U.  S. 
194),  where  it  was  said: 

'■  The  power  of  taxation,  indispensable  to  the  existence  of 
everj'  civilized  government,  is  exercised  upon  the  assumption 
of  an  equivalent  rendered  to  the  taxpayer  in  the  protection 
of  his  person  and  property,  in  adding  to  the  value  of  such 
property,  or  in  the  creation  and  maintenance  of  public  con- 
veniences in  which  he  shares,  such,  for  instance,  as  roads, 
bridges,  sidewalks,  pavements,  and  schools  for  the  education 
of  his  children.  If  the  taxing  power  be  in  no  position  to 
render  these  services  or  otherwise  to  benefit  the  person  or 
property  taxed,  and  such  property  be  wholly  within  the  tax- 
ing power  of  another  state,  to  which  it  may  be  said  to  owe  an 
allegiance  and  to  which  it  looks  for  protection,  the  taxation 
of  such  property  within  the  domicile  of  the  owner  partakes 
rather  of  the  nature  of  an  extortion  than  a  tax  and  has  been 
repeatedly  held  by  this  court  to  be  beyond  the  power  of  the 
legislature  and  a  taking  of  propertv  without  due  process  of 
law." 

Interstate  commerce  is  protected  exclusively  by  the  Federal 
Government,  and  property  situated  in  another  state,  by  the  state 
within  whose  borders  it  is.  Since  the  state  in  these  cases  can  give 
no  protection,  it  cannot  impose  a  legal  tax.  Where  the  state  at- 
tempts to  lay  a  tax  upon  the  theory  of  power  to  enforce  it,  rather 
than  upon  the  theory  of  charging  a  fair  recompense  for  the  pro- 
tection afforded,  it  is  very  likely  to  find  the  Supreme  Court  stand- 
ing as  a  thin  line  of  steel  to  bar  its  efforts,  while  I  know  of  no 
case  in  which  a  tax  has  been  laid  upon  the  theor>'  of  charging  a 
subject  for  the  protection  furnished  it,  which  has  been  held  to 
infringe  the  Federal  Constitution.  You  must  get  away  from  the 
conception  that  the  state  needs  the  money,  and  that  the  best  tax  is 
the  tax  which  is  easiest  to  collect,  and  you  must  substitute  for  that 
the  thought  that  there  still  exists  in  American  jurisprudence  the 
idea  of  justness  and  fairness,  and  that  it  is  only  just  and  fair  that 
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a  state's  taxes  should  be  limited  to  a  reasonable  payment  for  the 
protection  that  the  state  furnishes. 

Chairman  Zoller  :  The  most  important  part  of  this  session  is 
to  follow.  We  can  bring  out,  by  a  discussion,  things  that  have  not 
been  brought  out  in  detail  in  this  paper.  Of  course,  it  would  be 
ridiculous  to  assume  that  any  individual  could  give  you  a  set  of 
rules  that  would  enable  you  to  determine  in  all  cases  whether  a 
particular  law  violated  the  Federal  Constitution  or  not,  as  being  a 
burden  upon  interstate  commerce  or  an  attempt  to  tax  property 
beyond  the  jurisdiction  of  the  state;  but  to  the  extent  that  that 
can  be  done,  I  think  it  has  been  done  in  this  paper,  and  I  would 
suggest  that  everybody  secure  a  copy  of  it  and  undertake  to  study 
the  rules  that  are  set  forth  in  that  paper,  because  I  know  they  will 
be  of  great  help  to  you. 

This  subject  is  of  interest  to  at  least  three  classes:  legislators, 
tax  commissioners  and  attorneys  in  general.  It  is  of  interest  to 
legislators  because  legislators  ought  not  to  adopt,  or  attempt  to 
adopt,  a  law  which  is  reasonably  known  to  be  unconstitutional,  for 
the  reason  that  it  is  either  a  burden  upon  interstate  commerce  or 
an  attempt  to  tax  property  beyond  the  jurisdiction  of  the  state. 
Tax  commissioners  are  as  much  interested  in  this  subject  as  legis- 
lators, because  it  is  getting  to  be  a  popular  thing  to  draw  tax  laws 
in  a  general  way  and  leave  a  great  deal  of  the  enforcement  to  ad- 
ministration ;  in  fact,  I  think  it  has  been  said  that  the  success  of 
any  tax  law  is  nine-tenths  administration  and  one-tenth  law.  So, 
where  it  is  left  to  the  different  tax  commissioners  to  administer 
the  law,  especially  as  regards  apportionment  of  income  or  appor- 
tionment of  property,  tax  commissioners  should  not  undertake,  by 
any  scheme  of  apportionment  which  they  may  adopt,  to  reach 
property  beyond  the  jurisdiction  of  the  state,  or  attempt  in  any 
way  to  impose  a  burden  upon  interstate  commerce. 

This  is  of  interest  to  attorneys,  because  no  attorney  in  advising 
his  client  ought  to  advise  him  unless  he  is  competent  to  give  proper 
advice.  A  great  deal  of  litigation  could  probably  be  avoided  if 
we  could  always  get  competent  advice  from  attorneys  in  respect 
to  taxation. 

Now  I  am  going  to  suggest  certain  lines  of  discussion  in  regard 
to  this  paper,  so  that  it  may  be  properly  divided  and  so  that  dif- 
ferent phases  of  the  subject  may  be  covered. 

I  notice  that  we  have  with  us  this  afternoon,  again.  Governor 
Morgan  of  West  Virginia,  and  I  know  from  the  remarks  of  the 
Governor  last  night,  that  he  has  given  more  attention  to  taxation 
than  the  average  Governor,  and  I  believe  that  he  probably  will 
have  some  opinions  to  express  in  respect  to  this  most  important 
subject.  Therefore,  I  want  to  open  the  discussion  by  calling  upon 
Governor  Morgan.     (Applause) 
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Governor  Morgan  :  Mr.  President  and  Gentlemen :  I  appreciate 
the  compliment  you  pay  me,  but  you  were  so  patient  with  me  yes- 
terday evening  that  I  am  here  today  for  the  purpose  of  listening, 
and  I  would  much  rather  be  excused  and  listen  to  the  other  gentle- 
men present  their  discussion  and  papers. 

Chairman  Zoller:  One  phase  of  this  subject  that  I  wish  you 
would  attack  is  this :  We  are  having  a  great  deal  of  difficulty,  and 
we  shall  always  have  some  difficulty  in  respect  to  apportionment. 
That  is  one  of  the  most  difficult  things  that  a  state  undertakes 
to  do.  It  has  to  deal  not  only  with  its  own  citizens,  its  own  do- 
mestic corporations,  but  with  foreign  citizens  and  foreign  corpora- 
tions doing  business  within  its  borders. 

We  are  limited  in  respect  to  very  good  schemes  of  apportion- 
ment, because  of  the  prohibition  of  the  Federal  Constitution.  What 
we  want  to  avoid  in  this  apportionment  is  any  twilight  zone.  We 
attorneys,  you  know,  go  over  to  Massachusetts,  for  example,  and 
argue  over  there  that  the  properties  taxable  in  Xew  York  ought 
not  to  be  taxed  in  Massachusetts.  Sometimes  we  get  them  to  agree 
with  us.  Then  we  go  into  Xew  York  and  we  argue  that  the  prop- 
erty ought  to  be  taxed  in  Massachusetts.  (Laughter)  That  is  the 
thing  which  this  association  has  been  striving  to  prevent  —  a  twi- 
light zone. 

All  property  is  taxable  somewhere.  We  have  to  start,  if  we  are 
going  to  be  fair,  with  that  logical  proposition.  But  as  a  matter 
of  fact,  there  are  certain  schemes  of  apportionment  that  have 
been  suggested  by  different  states,  that  are  unconstitutional  because 
they  do  seek  to  reach  out  and  to  tax  property  which,  under 
the  Federal  Constitution,  is  not  taxable  in  that  state;  and  that  is 
true  whether  you  are  trying  to  apportion  income  or  whether  you 
are  trying  to  apportion  property.  That  is  especially  true  if  it  is 
an  excise  tax. 

My  understanding  of  an  excise  tax  is  a  tax  imposed  upon  a 
corporation,  either  for  the  privilege  of  being  a  corporation,  or  for 
the  privilege  of  doing  business  in  a  corporate  capacity  in  a  par- 
ticular jurisdiction. 

One  thing  comes  to  my  mind,  and  I  am  very  glad  that  this  sub- 
ject came  up  in  this  way,  and  I  want  to  dispose  of  this  part  of  it 
if  I  can.  You  remember  that  the  National  Tax  Association  first 
got  up,  or  attempted  to  get  up  a  model  system  of  taxation  and  a 
great  deal  of  work  was  done  on  that,  and  everybody  who  has 
studied  that  report  will,  I  think,  agree  with  me  that  it  is  an  admir- 
able report. 

Next  came  the  question  of  apportionment — of  apportionment  of 
property  or  income ;  and  I  think  that  was  more  difficult  than  the 
problem  of  taxing  the  property.  In  that  scheme  of  apportionment 
we  included  a  lot  of  elements.    There  was  one  element  used  in  the 
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apportionment  which  I  objected  to.  and  that  was  the  element  of 
purchases;  where  the  raw  material  was  purchased.  I  don't  say 
that  I  am  right  and  the  rest  of  the  committee  wrong,  but  anyhow, 
we  devised  quite  a  complicated  scheme  of  apportionment,  with  the 
result  that  the  states  are  not  adopting  it  generally,  and  perhaps  it 
ought  to  be  simplified. 

I  have  a  grievance  against  one  state,  which  I  understand  has 
representatives  here,  and  I  am  going  to  ask  them  to  justify  before 
you  gentlemen  their  attitude  in  respect  to  apportionment.  The 
state  that  I  have  in  mind  now  is  the  state  of  Tennessee.  The 
state  of  Tennessee  adopted  an  income  tax.  I  believe  in  income 
taxation.  At  first  they  accepted  the  scheme  of  apportionment  that 
was  laid  out  by  the  National  Tax  Association  and  they  tried  to 
work  it  out,  and  they  sent  out  circulars  of  computations  under 
that,  I  think,  much  involved  system.  They  worked  out  the  scheme 
and  they  then  dropped  it ;  and  what  are  they  doing  now,  or  attempt- 
ing to  do?  In  respect  to  a  corporation  that  merely  sells  goods  in 
their  state,  that  does  not  manufacture  anything  there,  they  tax  that 
foreign  corporation  upon  such  proportion  of  its  net  income  as  its 
sales  in  that  state  bear  to  its  total  sales.  What  is  the  result  of 
that?  The  result  is  that  if  every  state  carries  out  that  plan,  all 
income  will  be  taxed  at  least  twice  by  different  jurisdictions,  be- 
cause there  is  not  a  state  in  the  Union  that  won't  impose  some  tax — 
and  probably  a  very  heavy  proportion  of  the  tax — if  the  manufac- 
turing is  done  in  that  particular  state. 

You  have  to  give  weight  to  the  place  where  the  goods  are  manu- 
factured, and  you  have  to  give  some  weight  to  the  place  where  the 
goods  are  sold.  If  a  state  taxes  a  corporation  because  the  goods 
are  manufactured  there,  and  another  state  taxes  the  same  corpora- 
tion because  the  goods  are  sold  in  that  other  state,  you  have  two 
taxes  on  the  same  income,  which  is  inequitable.  And  that  is  what 
will  happen  in  Tennessee  if  the  present  scheme  is  carried  out. 

The  gentlemen  from  Tennessee  are  here,  and  they  are  splendid 
gentlemen,  and  they  want  to  do  the  right  thing.  They  probably 
have  a  good  reason  for  their  position,  and  I  should  like  to  have  it 
stated  how  they  justify  apportioning  income  in  Tennessee  in  that 
way.     Is  there  anybody  here  from  Tennessee? 

Mr.  W.  S.  Booton  :  Mr.  Chairman,  as  I  have  retained  you  as 
my  attorney  and  as  you  know  the  procedure  which  will  lead  to 
judicial  interpretation  of  this  law  is  now  in  course,  it  would  be 
entirely  improper  for  us  to  discuss  a  matter  which  is  in  our  court ; 
so  I  am  going  to  refer  it  to  our  attorney.  Air.  Zoller.     (Laughter) 

Mr.  Simms:  Mr.  Chairman,  I  cannot  add  anything  to  the  excel- 
lent paper  that  has  been  written  and  delivered  by  Mr.  Porter,  but 
I  do  want  to  express  to  him  my  appreciation  of  the  value  of  that 
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paper.  In  my  judgment,  as  a  lawyer,  having  some  experience  in 
connection  with  enforcement  of  the  tax  laws  in  my  state  and 
particularly  with  reference  to  the  question  of  interstate  commerce, 
this  paper  is  one  of  the  most  valuable  contributions  to  the  litera- 
ture of  this  association,  with  which  I  am  acquainted;  and  I  hope, 
Mr.  Chairman,  that  particularly  the  lawyers  in  this  body  who  are 
interested  in  this  question  will  be  enabled  at  a  very  early  date  to 
obtain  copies  of  this  valuable  paper. 

I  might  say  that  I  am  familiar  with  all  of  the  cases  cited  in  that 
manuscript  and  many  of  them  I  have  used  in  the  Supreme  Court, 
and  I  expect  to  use  some  of  them  in  another  case  involving  this 
very  question,  that  I  am  going  to  plead  for.  My  own  brief  on  this 
question  was  lost  in  the  state  house  fire,  but  I  feel  this  paper  will 
be  of  very  great  value  to  me,  if  I  can  secure  a  copy  of  it  from 
Mr.  Porter. 

We  all  concur  in  the  beautiful  idea,  because  it  is  just,  that  our 
tax  laws  should  be  based  upon  principles  of  justice  —  and  that  is 
the  greatest  word  in  the  English  language — and  not  upon  the  prin- 
ciple of  force.  I  am  aware  also,  as  has  been  suggested  by  the  dis- 
tinguished gentleman,  that  each  case  involving  the  question  of  in- 
terstate commerce  laws  rests  upon  its  own  merits,  as  the  Supreme 
Court  has  very  frequently  stated  in  numerous  cases.  In  other 
words,  the  Supreme  Court  of  the  United  States  reserves  to  itself 
the  right  to  determine  from  the  peculiar  state  of  facts  presented  by 
the  record,  whether  or  not  there  is  an  invasion  of  the  commerce 
principle  of  our  Federal  Constitution. 

This  paper  has  so  clearly  stated  the  \a.\v,  as  based  upon  the  de- 
cisions of  our  court  of  last  resort  in  this  nation,  that  I  feel  little 
can  be  added;  but  I  do  take  this  opportunity,  Mr.  Chairman,  to 
express  my  personal  appreciation,  and  I  am  sure  in  this  I  express 
the  appreciation  of  the  tax  officials  and  particularly  those  who  are 
charged  with  the  responsibility  of  interpreting  the  laws  with  re- 
spect to  the  Commerce  Clause. 

Mr.  Gary  :  ^Ir.  President,  I  am  sure  that  the  paper  of  Mr. 
Porter  mentioned  and  expressed  particularly  the  difficulties  of  the 
state  gross  sales  tax.  They  have  that  in  West  Virginia,  and  I 
should  like  to  ask  Judge  Simms  to  tell  us  what  constitutional  diffi- 
culties they  have  run  into  in  West  Virginia  as  the  result  of  that 
gross  sales  tax.  I  think  this  conference  would  be  particularly  in- 
terested in  that  phase  of  it. 

Mr.  Simms  :  Mr.  Chairman.  I  am  very  much  gratified  to  report, 
in  response  to  that  inquiry,  that  West  Virginia  has  not  yet  been 
placed  in  the  position  of  having  to  make  a  test  of  the  gross  sales 
tax  act.  However,  it  is  a  privilege  tax  and  we  do  not  contemplate 
anv  difficultv  under  the  Federal  Constitution.     Our  own  state  con- 
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stitution  clearly  authorizes  a  tax  of  this  nature,  and  inasmuch  as 
we  exempt  from  the  gross  sales  tax  act  those  properties  that  are 
in  interstate  commerce,  I  do  not  see  how  the  question  can  well 
arise  under  the  Federal  Constitution.  In  fact,  we  feel  rather 
secure  as  to  the  constitutionality  of  our  act. 

I  appreciate  the  suggestion  made  by  the  distinguished  gentleman, 
and  that  argument  has  been  made  against  the  act  by  some  of  our 
people,  particularly  in  the  manufacturing  area  of  West  Virginia : 
that  it  may  tend  toward  the  detriment  of  our  home  people,  but  I 
think  only  slightly.  So  far  as  I  am  advised,  the  people  over  the 
state  generally  approve  the  gross  sales  tax  act;  in  fact,  those  who 
contribute  most  of  the  tax  under  the  provisions  of  this  act  are  its 
staunchest  supporters. 

Our  governor,  in  his  address  of  welcome  last  night,  gave  you 
some  general  information  pertaining  to  the  practical  operations  of 
that  act.  I  do  not  care  to  go  into  a  discussion  of  that,  but  if  there 
are  any  special  questions  you  desire  to  ask  at  this  point,  I  should 
be  very  glad  to  answer  them,  if  I  can.  The  gentleman,  who  is  in 
charge  of  the  administrative  department  and  consequently  much 
more  familiar  with  the  actual  routine  and  administrative  features 
than  I  am,  is  present. 

Mr.  Saxe  (New  York)  :  Mr.  Chairman,  I  want  to  add  to  what 
was  said  by  the  gentleman  from  West  Virginia,  in  further  endorse- 
ment of  the  excellent  paper  of  Mr.  Porter. 

As  you  said,  legislators,  tax  commissioners  and  lawyers  would 
be  particularly  interested  in  the  questions  discussed  in  the  paper, 
and  as  I  have  had  a  little  experience  along  those  lines,  a  question 
occurred  to  me,  suggested  by  the  theory  announced  by  Mr.  Porter 
as  the  principle  for  the  guidance  of  legislators  and  tax  commis- 
sioners; that  they  should  be  guided  by  the  rule  of  benefits  received. 

We  are  told  with  respect  to  the  income  tax  that  the  underlying 
theory  is  not  benefits  received  but  ability  to  contribute.  Therefore, 
with  the  extension  of  the  principle  of  the  income  tax  to  our  vari- 
ous state  taxing  systems,  I  should  like  to  know  from  Mr.  Porter 
how  he  would  reconcile  his  theory  with  the  application  of  the  in- 
come tax? 

Mr.  Porter:  I  think  that  question  is  not  yet  fully  determined. 
The  two  or  three  cases  that  have  come  to  the  Supreme  Court,  in 
which  the  question  has  been  discussed  or  raised  at  all,  were  cases 
in  which  the  question  was  not  directly  and  fully  presented  to  the 
court.  That  is,  in  every  case  that  I  know  of,  where  an  income 
tax  on  a  non-resident  has  gone  to  the  Supreme  Court,  there  have 
been  facts  in  the  case  sufficient  to  justify  the  taxes  levied,  entirely 
irrespective  of  this  theory  that  you  speak  of. 

An  income  tax  is  based  upon  ability  to  pay  rather  than  a  recom- 
pense  for  protection  received.     I  suppose   those  two  theories  are 
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not  necessarily  inconsistent  with  each  other;  that  is,  if  taxation 
based  upon  ability  to  pay  is  fairly  interpreted,  it  may  be  proper  to 
say  that  a  man  should  pay  in  proportion  to  the  protection  he  re- 
ceives, and  that  his  ability  to  pay  is  also  in  proportion  to  the  pro- 
tection that  he  has  received.  The  Supreme  Court  has  not  in  any 
case  of  income  tax  drawn  that  distinction,  so  far  as  I  am  aware, 
and  they  have  followed  the  Peck  against  Lowe  case  and  the  Glue 
case,  without  any  analysis  of  the  facts  in  the  other  cases.  In 
those  cases  there  was  full  jurisdiction  over  the  taxpayer;  they 
were  both  residents.  One  was  a  federal  case  —  the  Peck  against 
Lowe  case.  The  Glue  case  was  a  state  case.  However,  in  each 
case  the  taxing  power  was  taxing  its  own  citizen,  was  giving  him 
full  protection  to  all  the  income  he  received.  When  we  come  to 
the  case  of  Shaffer  against  Carter,  where  the  question  was  raised, 
although  it  was  not  at  all  extensively  argued  in  the  briefs  and 
was  not  pressed  at  all  in  the  oral  argiraient,  the  court  followed  the 
same  procedure  as  in  the  Peck  against  Lowe  and  the  Glue  Co. 
cases,  in  extending  the  tax  to  all  of  the  income  from  the  business, 
although  the  business  comprised  in  part  the  shipping  of  oil  in  in- 
terstate commerce.  I  think  the  explanation  of  that  is  that  the 
Shaffer  against  Carter  case  was  argued  at  the  same  time  that  the 
New  York  case  of  Towne  against  Travis  was  argued.  In  that  case 
the  real  question  we  were  arguing  before  the  court  was  the  nature 
of  an  income  tax.  We  contended  there  that  an  income  tax  was 
essentially  a  personal  tax — an  individual  tax  on  the  person  paying 
it,  and  that  it  was  not  a  tax  on  the  source  of  the  income,  following 
what  was  said  in  Peck  against  Lowe.  We  therefore  contended 
that  a  state  had  no  jurisdiction  to  impose  an  income  tax  on  a  non- 
resident. That  was  the  real  question  that  was  argued  at  length 
before  the  Supreme  Court  and  was  decided  in  those  two  cases. 
Does  that  answer  your  question? 

Mr.  Saxe  :  Frankly,  not  exactly.  I  agree  with  the  first  part  of 
your  answer,  which  still  leaves  us  in  the  dark ;  but  I  think  until 
there  is  some  clear-cut  decision  by  the  United  States  Supreme 
Court,  which  will  say  definitely  wh,ether  the  income  tax  is  based 
upon  the  theor}-  of  ability  to  pa}-  or  is  a  tax  upon  the  property  for 
benefits  received,  we  are  going  to  be  a  little  bit  in  the  dark. 

!Mr.  Porter  :  I  agree  with  you.  but  of  course  you  must  remember 
that  the  Supreme  Court  is  always  very  chary  of  laying  down  gen- 
eral rules.  I  should  be  very  much  surprised  if  we  find  the  Supreme 
Court  in  so  many  words  saying  that  an  income  tax  is  based  on 
ability  to  pay  or  is  not  so  based.  I  think  they  are  going  to  take 
the  facts  of  each  case  and  say,  "  We  think  this  tax  is  right  and 
this  tax  is  wrong."  and  after  we  have  had  a  sufficient  number  of 
those  cases,  the  lawvers.  instead  of  the  judges,  will  be  able  to  lav 
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down  some  kind  of  a  rule,  and  the  judges  will  be  able  to  carefully 
avoid  such  things. 

Mr.  Saxe  :  IMy  point  was  this :  That  in  advising  the  legislators 
and  the  tax  commissioners  to  keep  in  mind  the  rule  of  benefits 
received,  they  are  going  to  have  trouble  with  that  in  the  use  of  the 
income  tax. 

Mr.  Porter  :  That  question  is  directly  involved  in  this  Alpha 
Portland  Cement  case  that  I  spoke  of.  The  state  of  Massachusetts, 
as  you  perhaps  all  know,  has  proposed  a  general  scheme  of  taxa- 
tion on  all  corporations,  both  foreign  and  domestic,  and  in  the 
case  of  foreign  corporations  they  have  laid  down  rather  an  elab- 
orate system  of  apportioning  income.  The  question  of  apportion- 
ment, which  the  chairman  spoke  of  as  arising  in  Tennessee,  is  ap- 
parently very  much  like  that  which  they  are  using  in  Massachu- 
setts, although  the  ^Massachusetts  system  seems  somewhat  more 
complicated. 

In  this  Alpha  Portland  case,  it  was  agreed  by  the  state,  and 
expressly  found  by  the  court,  that  that  corporation,  so  far  as 
Massachusetts  was  concerned,  was  engaged  exclusively  in  inter- 
state commerce;  they  did  no  local  business  in  [Massachusetts,  but 
Massachusetts  has  imposed  an  income  tax  that  is  based  substan- 
tially upon  the  proportion  of  the  corporation's  total  net  income 
that  the  sales  in  interstate  commerce  in  the  state  of  Massachusetts 
bear  to  the  total  sales,  and  the  supreme  court  of  ]\Iassachusetts 
has  sustained  that  tax.  That  is  one  of  the  questions  that  we  are 
going  to  argue  before  the  Supreme  Court  this  winter,  as  to  whether 
that  tax,  so  construed,  is  a  valid  tax,  and  if  we  are  right  in  our 
theory  that  it  is,  in  substance,  a  tax  on  interstate  commerce — that 
the  real  subject  taxed  is  interstate  commerce — then  I  am  confident 
the  Supreme  Court  will  say,  "  You  can't  tax  income  in  such  a 
case."  I  think  that  that  question  will  perhaps  be  more  definitely 
settled  in  that  case  than  in  any  other  case  that  I  know  of. 

Chairman  Zoller  :  We  want  to  extend  every  courtesy  possible, 
but  you  are  violating  the  rules  of  the  game  here.  I  want  to  get  a 
discussion  on  the  part  of  the  tax  commissioners,  too.  The  lawyers 
seem  to  be  willing  to  argue  this  case.  Xow  I  should  like  to  know 
what  the  problems  of  some  of  the  commissioners  are  so  that  we 
may  get  that  side  of  the  proposition. 

Here  is  one  line  of  thought;  this  is  a  fundamental  principle,  as 
I  understand  it:  If  you  have  an  excise  tax  that  is  a  privilege  of 
carrying  on  business,  you  cannot  tax  anybody  for  the  privilege  of 
carrying  on  an  interstate  commerce  business.  If  he  restricts  his 
operations  in  the  state  to  interstate  commerce  business,  you  cannot 
tax  him  upon  the  privilege  of  doing  that  particular  kind  of  busi- 
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ness.  That  is  important,  because  we  have  substituted  excise  taxes 
in  some  states  in  Heu  of  property  taxes,  and  Mr.  Porter  has  pointed 
out  to  you  very  clearly  that  the  property  used  in  carrying  on  inter- 
state commerce  can  be  taxed.  Xow,  if  you  give  up  property  taxa- 
tion and  change  to  an  excise  tax,  you  are  giving  up  something 
which  you  had  the  right  to  tax  for  something  which  you  don't 
have  the  right  to  tax,  if  the  entity  that  you  are  seeking  to  tax 
restricts  its  operations  to  interstate  commerce.  I  should  like  to 
hear  from  some  of  the  tax  commissioners  on  that  problem. 

!Mr.  Cassidy  (Ohio)  :  We  have  a  case  on  its  way  to  the  supreme 
court  in  Ohio,  and  I  should  like  to  try  to  tell  you  about  it.  Ohio 
imposes  a  franchise  tax  on  foreign  corporations  admitted  to  do 
business  in  our  state,  based  on  the  proportion  of  the  authorized 
capital  stock  that  is  represented  by  the  fraction  of  which  the 
property  owned  and  business  done  in  Ohio  is  the  numerator,  and 
the  entire  business  done  everywhere  and  the  entire  property  owned 
everywhere  is  the  denominator ;  in  other  words,  the  proportion 
that  the  Ohio  property  owned  and  the  business  done  in  our  state 
bears  to  the  entire  property  and  business  done  anywhere. 

The  constitutionality  of  that  statute  was  recently  raised  by  a 
Toledo  corporation  and  decided  by  the  special  federal  court  of 
three  judges,  which  try  such  cases.  The  logic  of  the  decision 
would  be  this:  That  if  we  have  the  only  factory  of  a  foreign  cor- 
poration in  Ohio  and  it  sells  all  its  product  outside  of  Ohio,  then 
we  cannot  take  into  consideration  any  of  the  business  done  by  that 
foreign  corporation  at  all,  because  it  is  all  interstate  commerce. 
In  other  words,  we  could  only  use  as  the  numerator  of  our  frac- 
tion the  property  owned  in  Ohio. 

The  tax  commission  of  Ohio  is  claiming  that  we  should  at  least 
consider  manufacturing  cost,  or  something  of  that  sort;  try  to  get 
part  of  that  expense  as  not  interstate  commerce. 

The  court  held  against  us,  but  we  are  going  to  the  Supreme 
Court  on  that.  In  other  words,  if  the  sales  are  all  ouside  of  Ohio, 
no  part  of  the  business  is  Ohio  business,  is  it  all  interstate  com- 
merce business? 

Chairm.\x  Zoller  :  Does  anybody  else  want  to  volunteer  any 
information  ? 

Mr.  R.  L.  Bradford:  Mr.  Chairman.  I  should  like  to  hear  a  dis- 
cussion of  the  excise  taxes  which  are  not  limited,  as  I  understand 
the  word  "  excise  ",  solely  to  corporate  franchises,  but  they  apply, 
as  the  United  States  Supreme  Court  has  said,  to  inheritance  or 
estate  taxes. 

I  should  like  to  hear  discussion,  if  it  be  possible,  relative  to 
what  is  a  new  form  of  legislation  in  the  United  States,  of  inheri- 
tance taxes,  imposing  a  tax  on  the  bonds  owned  by  non-residents 
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or  any  obligation  owing  to  a  non-resident  by  a  citizen  of  the  tax- 
ing state.  To  illustrate :  If  I  die  a  resident  of  New  Jersey,  all  of 
my  personal  property  is  subject  to  the  New  Jersey  tax.  I  may 
have  my  bonds  in  a  New  York  safet}-  deposit  vault.  The  United 
States  Supreme  Court,  in  Wheeler  against  Sohmer — and  not  so  old 
a  case — in  1913,  decided  that  the  bonds  would  be  taxable  in  New 
York,  because  New  York  has  jurisdiction  of  the  actual  property 
itself. 

Several  states,  and  notably  New  Hampshire,  Virginia  and  Con- 
necticut, and  some  few  others,  have  now  passed  such  laws,  and  as 
I  vmderstand  it,  Oklahoma  and  jMontana  have  gone  so  far  as  to 
pass  legislation  such  that  if  a  corporation  owns  property  within 
that  state,  even  though  it  be  a  corporation  chartered  without  the 
state,  nevertheless  they  have  the  right  to  impose  the  tax.  The 
result  is  this :  That  the  full  value  of  the  bonds  owned  by  a  dece- 
dent would  be  taxable  in  New  Jersey;  the  full  value  would  be  tax- 
able in  New  York.  I  might  say  parenthetically  that  New  York 
does  not  tax  bonds  of  that  sort,  but  they  formerly  did,  and  in 
theory  they  have  a  right  to  do  it.  They  don't  do  it  on  economic 
grounds,  because  they  want  to  encourage  industry  in  New  York. 

If  West  Virginia  had  a  similar  statute  to  Oklahoma  or  to  Mon- 
tana, it  could  impose  an  inheritance  tax  upon  the  full  value  of  the 
bonds  of  a  corporation  which  was  operating' within  that  state;  as, 
for  instance,  a  railroad  corporation.  The  result  is  that  four  states 
impose  a  tax  upon  the  full  value  of  the  bonds,  and  if  we  include 
the  federal  estate  tax,  it  would  be  five  full  taxes  upon  the  bonds. 

As  I  see  it,  the  wise  investor  would  undertake  only  to  purchase 
bonds  in  those  states  that  had  no  such  legislation.  Corporations 
and  commercial  enterprises  of  those  states  would  have  difificulty  in 
finding  a  market  for  their  securities. 

I  might  say  that  I  have  studied  the  subject  to  some  extent  and  I 
am  rather  inclined  to  think  that  the  United  States  Supreme  Court 
will  hold  it  to  be  unconstitutional ;  but  there  is  the  decision  in 
Blackstone  against  IMiller,  that  undertook  to  say,  in  a  nodding 
moment  of  Mr.  Justice  Holmes,  that  the  jurisdiction  of  the  credi- 
tor rendered  jurisdiction  to  tax. 

Mr.  Handy  (New  York)  :  First,  in  regard  to  taxation  of  stock 
of  a  foreign  corporation  owned  by  a  non-resident  decedent,  be- 
cause the  corporation  owns  property  which  is  taxable  in  the  state; 
at  the  present  time  there  are  five  states  which  attempt  to  impose 
such  a  tax.  Those  states  are,  as  I  recall  them.  Wisconsin,  where 
the  proposition  first  arose,  IMontana,  Arkansas,  West  Virginia  and 
Arizona.  The  attempt  has  been  made  in  various  other  states  to 
impose  a  similar  tax.  In  each  of  those  states  where  the  question 
has  been  carried  to  the  state  supreme  court,  it  has  been  declared 
unconstitutional  and  invalid. 
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At  the  last  session  of  the  Xorth  Carolina  legislature  the  pro- 
vision for  the  taxation  of  stock  of  a  foreign  corporation  owned  by 
a  non-resident  decedent  was  repealed.  At  the  present  time  in 
Wisconsin  there  are  two  cases  pending :  One  is  Tyler  against  Dane 
County,  which  was  decided  by  the  United  States  district  court  of 
the  district  of  Wisconsin  last  spring  and  is  now  on  its  way  to  the 
Supreme  Court  of  the  United  States.  That  case  will  probably  be 
decided  this  winter,  and  in  the  event  that  it  is  decided — and  there 
is  little  likelihood,  in  my  mind,  that  it  will  be  decided  in  favor  of 
the  state  and  against  the  taxpayer — it  will  once  and  for  all  settle 
the  question  of  the  right  of  the  state  to  impose  a  tax  against  stock 
of  a  foreign  corporation  owned  by  a  non-resident  decedent. 

The  theory  as  worked  out  in  Wisconsin  is  not  quite  as  was 
stated.  This  theory  was  propounded  originally  by  ^Slr.  Harrington, 
the  inheritance  tax  collector  for  Wisconsin.  It  contemplates,  not 
imposing  a  tax  upon  the  full  value  of  the  stock  of  a  foreign  cor- 
poration, but  only  upon  such  portion  of  the  stock  as  represents 
property  in  Wisconsin;  and  the  state  of  Wisconsin  in  imposing  a 
tax  upon  the  stock  of  a  domestic  corporation  does  not  tax  the  entire 
stock,  but  only  that  portion  represented  by  property-  within  the 
State  of  Wisconsin.  That,  I  think,  is  as  far  as  I  need  go  on  the 
subject  of  the  taxation  of  stock  of  foreign  corporations  owned  by 
a  non-resident  decedent. 

In  regard  to  the  question  of  bonds,  the  case  is  rather  different. 
About  eight  or  ten  states  attempt  to  impose  a  tax  upon  bonds  of  a 
domestic  corporation  owned  by  a  non-resident  decedent.  Some 
states,  as  in  Connecticut,  for  instance,  distinguish  between  regis- 
tered and  non-registered  bonds.  The  theory  on  which  that  dis- 
tinction is  made,  as  I  understand  it,  is  purely  one  of  practicability. 
That  is  to  say,  it  is  found  rather  difficult  to  impose  a  tax  upon  the 
transfer  of  non-registered  bonds  of  a  non-resident  decedent  purely 
because  they  are  issued  by  a  domestic  corporation.  In  the  case  of 
registered  bonds,  the  tax  commission  can  follow  the  bonds  and 
ascertain  whether  or  not  the  owner  of  them  has  died,  and  there- 
fore it  can  impose  a  tax  upon  the  bonds  at  the  time  of  death.  I 
know  of  no  case  which  has  squarely  decided  the  right  of  the  state 
to  impose  a  tax  upon  bonds  under  those  conditions. 

I  believe  my  time  has  expired,  but  I  shall  be  glad  to  talk  further 
to  the  gentleman  if  he  will  see  me  after  the  session  is  over. 

Mr.  Bootox  :  Mr.  Chairman,  would  you  let  some  of  the  com- 
mittee which  the  chairman  appointed  last  year  decide  the  question 
in  Tennessee? 

Chairman  Zoller:  Mr.  Lamb  was  chairman  of  that  committee. 
Perhaps  he  will  address  himself  to  the  gentleman's  question. 
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Mr.  Lamb:  It  was  the  understanding  of  the  committee  that  was 
appointed  by  the  National  Tax  Association  that  we  were  to  make 
an  intensive  study  of  the  question  of  apportionment  as  applied  to 
the  model  tax  law.  It  was  not  the  understanding  of  the  com- 
mittee that  we  were  trying  to  construct  a  form  of  apportionment 
that  would  be  generally  applicable  for  adoption  by  any  state,  unless 
perchance  the  state  also  adopted  the  entire  model  tax  law.  The 
committee  had  a  very  pleasant  time  in  its  deliberations  and  con- 
siderations of  the  subjects  involved,  but  as  to  an  exact  agreement 
on  all  points  represented  in  the  committee's  report,  I  will  say  that 
that  agreement  was  rather  negative  than  positive.  The  report  of 
the  committee  was  rather  lengthy.  In  that  report  we  undertook 
to  set  forth  our  reasons  for  having  arrived  at  the  conclusion  at 
which  we  did  arrive.  I  might  say  that  I  haven't  seen  that  report 
for  so  long  that  I  recommend  that  the  members  present  read  the 
report  as  it  is  found  in  the  last  year's  proceedings  and  they  will 
fully  understand  the  reasoning  of  the  committee  in  arriving  at  the 
decision  reached. 

If  there  are  any  specific  questions  that  you  wish  to  address  to 
me,  I  will  try  to  answer  them.  I  would  rather  not,  however,  be 
put  in  the  position  of  answering  them  for  the  committee. 

Mr.  Bootox  :  As  the  chair  knows.  I  was  the  ''  goat " ;  I  was 
the  person  who  put  your  recommendations  into  effect  in  Tennessee, 
and  they  caused  a  state  of  what  you  might  call  belligerency  in  Ten- 
nessee. (Laughter)  Mr.  Gulick  is  here,  and  I  should  like  to  see 
if  he  properly  interpreted  your  recommendation. 

CHAIRM.A.X  ZoLLER :  Is  ]\Ir.  GuHck  present?  He  doesn't  appear 
to  be. 

I  wonder  if  Judge  Leser  can  tell  us  whether  or  not  they  have 
any  trouble  in  Maryland  in  taxing  interstate  commerce  business. 

Judge  Leser:  Mr.  Chairman,  I  am  not  specially  prepared;  I 
haven't  given  the  matter  any  recent  thought.  I  may  say  that  we 
have  no  tax  on  the  gross  receipts  of  foreign  corporations  as  such, 
with  the  exception  of  public  utility  companies  of  certain  classes 
that  operate  in  the  state,  but  our  method  of  imposing  an  excise 
tax  on  foreign  corporations  has,  I  think,  some  very  good  features 
to  commend  it. 

We  tax  on  a  sliding  scale,  with  a  rate  that  is  not  very  high,  the 
franchise  of  the  corporation  for  the  privilege  of  doing  business 
in  the  state,  based  on  the  value  of  the  property  employed  in  the 
state;  and  we  have  reduced  that  to  a  very  simple  process  of  ascer- 
taining the  value  of  that  company  by  asking  for  a  report  from  each 
company  every  year,  of  specific  classes,  with  their  valuations,  in- 
cluding intangible  property,  such  as  bonds  and  notes  or  mortgages 
issued  by  residents  of  the  state  to  the   corporation,  and  bank  de- 
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posits;  that  is  to  say,  moneys  deposited  in  the  banks  in  our  state. 
That  gives  us  the  aggregate,  and  on  that  the  tax  is  imposed  on  a 
sHding  scale,  it  being  $25  for  the  first  S50.000  or  less,  and  S25  for 
each  additional  850,000  up  to,  I  think,  $250,000,  and  after  that  a 
lower  rate. 

We  check  up  to  some  extent  by  asking,  in  the  matter  of  real 
estate,  the  assessed  value,  the  book  -value,  and  the  true  value — and 
a  very  easy  formula  for  making  the  decision  between  the  three  is 
to  take  the  highest  figure.     (Laughter) 

I  know  of  very  few  disputes  that  have  arisen  under  this  act. 
When  the  claim  is  made  that  the  company  is  engaged  in  inter- 
state commerce,  if  the  business  is  wholly  interstate,  they  are  ex- 
empted from  the  tax.  That  is  the  way  we  meet  that  question.  If 
they  do  a  domestic  business  and  an  interstate  business,  we  seek  to 
reach  only  the  property  that  could  be  fairly  attributed  to  the  do- 
mestic business. 

I  may  say  that  in  studying  some  of  the  questions  involved.  I 
found  that  our  law  was  drafted  so  that  where  a  company  is  wholly 
engaged  in  interstate  business,  it  probably  is  also  exempt  from 
registration,  because  we  require  all  foreign  corporations  to  register 
originally  with  us,  giving  the  name  of  a  resident  agent  and  their 
place  of  business,  and  renewing  that  registration  every  year. 
There  is  a  fee  for  the  first  year;  a  flat  fee  of  S25,  and  a  renewal 
fee  each  year  of  $1.00. 

As  the  result  of  my  study  of  the  decisions,  I  feel  that  it  is 
appropriate  for  a  state  to  so  frame  its  law  as  to  require  a  corpora- 
tion, even  if  it  is  engaged  exclusively  in  interstate  business,  to 
register  in  that  state,  at  least  for  the  purpose  of  indicating  a  resi- 
dent agent  to  whom  the  process  may  be  served  and  also  perhaps 
to  impose  a  nominal  fee  which  could  be  considered  as  compensation 
for  the  clerical  work  involved. 

Mr.  C.  C.  Converse  :  ^Ir.  Chairman,  I  should  like  to  ask  a  ques- 
tion, and  that  is  regarding  what  is  the  correct  law,  from  an  eco- 
nomic standpoint,  with  reference  to  this  inheritance  tax  situation 
which  has  been  brought  up.  Mr.  Porter  has  indicated  that  in 
nearly  all  tax  situations  there  is  a  just  method.  I  think  most  of 
us  will  agree  that  it  is  not  just  that  three  or  four  states  should 
levy  an  inheritance  tax  upon  the  same  property,  whether  the  in- 
heritance tax  be  regarded  as  a  tax  upon  the  property  or  a  tax 
upon  the  right  of  transfer,  or  however  it  may  be  regarded.  There- 
fore, where  a  corporation  in  which  the  decedent  owns  stock,  owns 
property  in  several  states,  what  is  the  correct  law,  from  an  eco- 
nomic standpoint? 

I  want  to  venture,  tentatively,  the  suggestion  that  from  an  eco- 
nomic standpoint,  from  the  standpoint  of  justice,  those  laws  which 
assign  to  each   state   a  portion  of  the  value  of  the   stock,   based 
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upon  the  proportion  of  the  property  of  the  corporation  which  is 
within  that  state,  are  upon  the  most  soHd  ground.  What  is  cor- 
porate stock?  Merely  an  evidence  of  ownership.  If  you  today 
own  property  in  two  states — real  estate — tomorrow  you  incorporate 
your  holdings  and  you  own  the  stock  which  represents  the  owner- 
ship of  the  same  property  that  you  owned  yesterday,  you  still  own 
the  same  property  you  did;  you  have  a  different  evidence  of  it, 
that  is  all. 

The  question  I  wish  to  put,  and  on  which  I  should  like  to  hear 
some  discussion,  is  as  to  whether  that  is  not  the  sounder  view  and 
the  more  just  view,  because  in  that  case  each  state  is  levying  a  tax 
upon  that  proportion  of  the  property  for  which  it  has  extended 
benefit,  extended  protection  and  conferred  benefit. 

Chairman  Zoller:  I  trust  we  won't  go  too  far  afield.  While 
the  inheritance  tax  may  be  an  excise  tax,  I  don't  believe  that  it  is 
the  form  of  excise  tax  that  we  have  in  mind  in  discussing  this 
subject,  but  all  that  has  been  said  along  that  line  was  so  extremely 
interesting  that  we  were  reluctant  to  object  to  the  speakers  bring- 
ing that  subject  into  the  topic. 

I  should  like  to  hear  further  in  regard  to  the  excise  taxes  as 
related  to  interstate  commerce  or  state  comity.  I  know  that  the 
state  of  Massachusetts  has  had  a  great  deal  of  experience  recently 
in  excise  taxation,  and  we  have  with  us  this  afternoon  Mr.  Lyon 
of  the  commissioner's  office,  who  has  had  a  great  deal  to  do  with 
the  administration  of  excise  taxes  in  Massachusetts,  and  I  am 
going  to  take  the  liberty  of  calling  on  Mr.  Lyon  to  give  us  his 
remarks  and  perhaps  in  his  own  way  give  us  his  views  on  this 
subject. 

Mr.  Lyon  (Massachusetts)  :  Mr.  Chairman,  Massachusetts  has 
levied  an  excise  tax  upon  business  corporations,  both  foreign  and 
domestic,  and  uses  as  a  measure  of  that  tax  both  income  and 
property.  The  income  is  limited  solely  to  the  income  which  is 
derived  from  the  business  carried  on  in  Massachusetts.  The  tax, 
with  respect  to  the  property  measure,  is  limited  to  only  a  percent- 
age of  the  property,  proportionate  to  the  value  of  the  assets  em- 
ployed in  ]\Iassachusetts. 

The  Alpha  Portland  Cement  Company,  which  has  been  referred 
to  by  Mr.  Porter,  conducts  in  Massachusetts  a  business  which  it 
has  been  agreed  is  solely  interstate  commerce.  So  the  question 
was  raised  as  to  whether  or  not  this  excise  tax  in  Massachusetts, 
measured  by  income  and  measured  in  part  by  property,  could  be 
applied  or  imposed  with  respect  to  a  corporation  engaged  solely  in 
interstate  commerce.  The  commonwealth  of  course  contended 
that  it  could,  and  our  Massachusetts  supreme  court  supported  us 
in  that  contention.     We  are  rather  surprised,  of  course,  that  Mr. 
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Porter  should  contend  that  this  could  not  be  so,  because  his  basic 
test  is,  whether  or  not  the  tax  is  just,  and  we  surely  believe  that 
the  tax  is  one  which  is  just.  It  is  the  same  type  of  tax  which  is 
applied  to  domestic  corporations.  Manifestly  there  is  no  discrimi- 
nation as  between  foreign  and  domestic  corporations,  and  it  is 
limited  entirely  to  the  income  which  is  derived  from  the  business 
conducted  in  Massachusetts. 

Our  supreme  court  based  its  decision  largely  upon  the  ground 
that  the  tax  was  one  which,  if  imposing  a  burden  at  all,  imposed 
only  a  burden  which  was  indirect  and  not  direct;  that  it  was  a 
reasonable  and  not  a  discriminatory  tax.  That  case  undoubtedly 
will  go  to  the  United  States  Supreme  Court.  It  may  be  said  that 
the  decision,  if  it  is  favorable  to  the  Commonwealth,  will  be 
revolutionar}^  If  it  is  revolutionary,  I  think  it  is  only  so  in  the 
sense  that  it  has  not  been  the  practice  heretofore  of  states  to  apply 
an  excise,  even  measured  in  this  manner,  to  corporations  engaged 
solely  in  interstate  commerce ;  but  so  far  as  I  know,  there  have 
never  been  any  decisions  of  the  United  States  Supreme  Court  to 
the  effect  that  such  a  tax  could  not  be  imposed.  There  is  a  great 
deal  of  dicta;  some  in  support  of  a  decision  that  the  state  may 
thus  tax  and  some  against,  but  we  certainly  believe  the  tax  in 
Massachusetts  is  a  just  and  a  fair  and  proper  tax. 

Secretary  Holcomb:  Mr.  Chairman,  may  I  say  just  a  few 
words?  I  presume  that  I,  myself,  was  responsible  for  this  topic 
being  on  the  program,  and  I  want  to  state  the  reasons  that  actuated 
me  in  thinking  that  it  would  be  an  important  and  valuable  topic 
to  be  discussed. 

Over  an  experience  of  quite  a  number  of  years,  I  have  come  in 
contact  with  what  might  be  embraced  within  the  term  ''  excise  tax," 
under  all  sorts  of  conditions;  and  the  mess  and  chaos  that  has  re- 
sulted, both  in  law  and  in  equity  from  the  attempt  to  impose  these 
taxes  made  me  wonder  whether  it  would  not  be  desirable  to  see, 
after  all,  whether  these  taxes  had  any  justification  in  point  of 
justice,  we  might  say,  and  to  do  that  I  felt  it  necessary  to  lay  down 
the  broad  legal  principles  that  should  govern  the  interpretation  of 
excise  taxation.  Having  become  acquainted  with  the  very  high 
class  of  work  done  on  the  subject  by  IMr.  Porter,  I  considered  it  a 
very  fine  thing  for  him  to  consent  to  speak  to  us  today  on  this 
general  subject  of  the  constitutional  limitations. 

When  we  use  the  term  "  excise,"  we  are  using  a  term  that  can 
be  applied  to  a  great  many  different  taxes.  Some  of  them,  I 
would  have  to  admit,  are  perfectly  just  taxes.  But  can  a  tax  be 
imposed  with  justice,  that  must  take  account  of  these  constitutional 
limitations?  In  other  words,  one  corporation  engaged  in  interstate 
commerce ;  another  corporation,  by  its  side,  engaged  in  domestic 
commerce:  if  the  Constitution  prohibits  the  imposition  of  a  certain 
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tax  on  the  one,  is  it  fair  to  impose  it  on  the  other?  That  is  the 
question  that  I  really  had  in  mind.  I  wasn't  thinking  about  the 
Massachusetts  tax,  which  may  be  a  perfectly  just  tax,  but  it  is 
based  upon  a  different  theory  from  what  Judge  Leser,  for  instance, 
speaks  of  as  a  franchise  tax,  which  is  a  wholly  different  concep- 
tion. The  excise  tax  of  Massachusetts  is  in  its  nature  a  property 
tax.  It  isn't  a  tax  superimposed  by  a  legal  fiction  for  doing 
business. 

I  thought  that  we  ought  in  this  country  to  begin  to  see  what  we 
are  coming  to  with  respect  to  the  passage  of  these  numerous  laws 
that  conflict  with  one  another,  and  conflict  in  the  way  that  one 
business  concern  is  put  at  a  disadvantage  with  another,  simply 
because  of  constitutional  limitations  and  not  because  of  the  justice 
or  injustice  of  the  tax.  It  is  that  subject  that  I  felt  it  important 
for  the  tax  commissioners  to  have  presented  for  study  and  con- 
sideration in  this  admirable  paper  by  Mr.  Porter,  and  if  possible  I 
hoped  that  there  might  be  some  reference  to  that  in  the  remarks. 

I  haven't  been  here  throughout  the  session,  but  I  wonder  if 
there  could  not  be  some  reference  to  the  essential  justification  for 
this  species  of  tax  superimposed  upon  a  series  of  property  taxes 
and  possibly  a  series  of  income  taxes;  whether  there  is  any  justifi- 
cation in  justice  for  a  tax  that  has  such  a  narrow  base. 

Mr.  W.  R.  Bradley:  Mr.  Chairman  and  Gentlemen:  I  just  want 
to  ask  a  question,  and  I  know  you  will  think  it  a  foolish  one,  but 
my  curiosity  is  aroused  and  I  should  like  to  know  whether  or  not 
there  is  anything  in  the  Federal  Constitution  that  would  preclude 
Congress  passing  an  act  imposing  an  additional  excise  tax  on,  say, 
tobacco,  or  some  other  commodity  that  the  Federal  Government 
taxes?  Is  there  anything  to  preclude  the  possibility  of  Congress 
passing  such  an  act,  the  additional  money  collected  being  appor- 
tioned to  the  various  states? 

That  Commerce  Clause  almost  precludes  the  possibility  of  the 
state  collecting  a  tax  on  tobacco.  You  can't  do  it.  But  if  Con- 
gress could  pass  an  act  authorizing  an  additional  tax  all  over  the 
states,  and  then  apportion  it,  it  would  look  as  though  it  would  be 
an  easy  way  to  collect  taxes.  I  think  one  thing  that  the  states  want 
is  a  method  of  collecting  taxes.  I  didn't  know  whether  there  was 
anything  to  preclude  that  proposition  or  not. 

Chairman  Zoller:  One  objection  that  I  have  heard  against 
Congress  collecting  taxes  for  the  state  is  that  Congress  always 
needs  the  money  as  badly  as  the  state,  and  worse;  and  if  they  col- 
lected it,  they  would  keep  it  and  wouldn't  distribute  it.     (Laughter) 

Is  there  any  further  discussion  on  this  subject? 

Mr.  George  Lord  :  iVIr.  Chairman,  I  should  be  very  much  op- 
posed to  the  last  suggestion   for  this  reason :  that  Congress  for  a 
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great  many  years  has  been  intruding  altogether  too  much  upon  the 
rights  of  states  to  tax.      (Applause) 

The  farther  we  get  away  from  the  suggestion  that  the  Federal 
Government  be  given  increased  powers  over  the  states  in  the 
matter  of  taxation,  the  better  off  we  will  be. 

As  to  the  justification  of  so-called  excise  taxes  on  corporations, 
I  think  in  discussing  the  subject  we  lose  sight  of  the  fact  that  a 
corporation  is  a  creature  of  the  state  and  it  does  not  become  a 
corporation  unless  it  knows  that  it  reaps  some  benefit.  Corpora- 
tions generally  enjoy  privileges  not  enjoyed  by  the  ordinary  busi- 
ness, and  the  representatives  of  the  corporations  know  that.  So 
that  the  states  have  stood  up,  manfully  and  rightfully,  I  believe, 
and  said,  "  Gentlemen,  you  are  enjoying  these  privileges  and  you 
also  have  certain  exemptions  not  enjoyed  by  the  ordinary  business 
man,  and  we  want  you  to  pay  a  reasonable  price  for  these  privi- 
leges." Hence  the  imposition  of  an  excise  tax  or  so-called  fran- 
chise tax;  and  so  long  as  the  rate  of  that  tax  is  not  an  exorbitant 
one,  I  think  in  all  justice  such  a  tax  should  be  imposed  by  every 
state  in  the  Union;  and  this  in  addition  to  the  ordinary  property 
tax  upon  the  corporate  property  located  within  the  taxing  juris- 
diction. 

That  is  the  scheme  we  follow  in  ^Michigan,  and  we  have  had 
practically  no  trouble  there  whatever.  For  a  great  many  years 
corporations  were  admitted  into  Michigan  upon  payment  of  a  fee 
equal  to  one-half  of  one  per  cent  of  the  authorized  capital  stock. 
The  franchise  usually  ran  for  a  period  of  thirty  years.  That  was 
the  constitutional  limitation,  so  that  the  amount  paid  for  the  privi- 
lege of  exercising  corporate  functions  in  the  State  of  Michigan  by 
a  foreign  corporation  was  a  very  small  amount  indeed.  The  legis- 
lature in  1921,  of  which  I  had  the  honor  to  be  a  member,  decided 
that  the  corporations  in  the  future  in  ^Michigan  should  pay  an 
annual  privilege  tax.  They  imposed  a  tax  which  at  that  time  I 
opposed;  the  rate  was  three  and  one-half  mills  on  each  dollar  an- 
nually. That,  I  think,  was  exorbitant.  At  the  last  session  of  the 
legislature  they  reduced  it  to  a  two  mill  tax,  and  that  is  what  is 
being  paid  this  year,  and  there  is  no  objection  being  raised  to  the 
levy.  In  Michigan  we  collect  approximately  $6,000,000  from  that 
privilege  tax  alone.  I  believe  it  is  a  just  and  fair  tax,  levied  on 
the  corporate  franchise,  for  the  privilege  of  exercising  that  fran- 
chise in  the  state. 

Ch.\irm.\x  Zoller  :  I  have  taken  a  great  many  liberties  this 
afternoon,  and  I  am  going  to  take  one  more.  I  am  going  to  call 
upon  Dr.  Adams  to  say  a  few  words  on  this  important  subject. 

Chairman  x\dams:  Mr.  Chairman.  I  hesitate  to  introduce  the 
kind  of  question  which  interests  me  particularly  at  this  point,  and 
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I  am  going  to  ask  some  questions  with  the  understanding  that  Mr. 
Porter  or  others  will  not  undertake  to  answer  them  if  either  they 
seem  too  difficult  or  too  far  removed  from  the  main  current  of  the 
discussion. 

For  years  I  have  been  mystified  by  the  whole  term  "  excise  tax." 
I  have  come  to  doubt  the  genuineness  of  the  distinction  which  is 
supposed  to  set  it  off  from  other  taxes.  I  can't  reconcile  myself 
to  the  reality  of  the  reasoning  which  seems  to  underlie  much  of 
this.  I  have  no  confidence  in  my  own  opinions  on  the  subject  be- 
cause I  haven't  had  time  to  study  it  thoroughly  enough,  but  I  will 
express  my  doubts  by  an  illustration,  and  put  forward  a  specific 
problem  in  which  I  have  been  deeply  interested. 

The  Government  of  the  United  States  in  1894  passed  an  income 
tax  which  the  Supreme  Court  of  the  United  States  in  due  course 
of  time  declared  unconstitutional.  A  few  years  later  Congress 
imposed  an  excise  tax,  measured  by  income.  The  doubt  that  was 
raised  in  my  mind  at  that  time  continues  to  this  day.  Was  there 
enough  difference  in  those  two  taxes,  essentially,  economically,  in 
reality,  to  justify  the  Supreme  Court  in  saying,  in  the  first  in- 
stance, that  the  tax  was  unconstitutional  and  that  the  second  tax, 
by  a  unanimous  decision  of  the  Supreme  Court,  was  constitutional  ? 

This  excise  tax  upon  corporations  was  not,  as  I  understand  it, 
for  the  privilege  of  doing  something  which  the  Government  of  the 
United  States  had  the  right  to  withdraw.  It  wasn't  upon  the  privi- 
lege of  engaging  in  interstate  commerce,  because  the  tax  was  ap- 
plicable to  corporations  engaged  exclusively  in  intrastate  trade. 

The  question  then  that  I  would  submit  to  experts  in  excise 
taxation  is  this:  In  the  majority  of  instances,  particularly  in  the 
close  cases,  is  this  distinction  between  excise  and  other  taxes  or 
specifically  between  taxes  on  income  and  taxes  measured  by  in- 
come real  enough,  genuine  enough,  to  base  tax  laws  upon  ? 

My  second  question  is  this :  By  unanimous  decision  of  the  Su- 
preme Court,  the  excise  tax  of  1909  was  made  in  reality  applicable 
to  income  from  tax-exempt  securities  and  certain  other  forms  of 
income  which  could  not  lawfully  be  taxed  under  a  direct  income 
tax.  Are  we  not  verging  upon  casuistry,  even  upon  intellectual 
hypocrisy,  when  we  say  that  a  federal  income  tax  upon  interest 
derived  from  the  obligations  of  states  and  cities  is  unconstitutional, 
whereas  an  excise  tax  measured  by  income,  which  includes  such 
interest,  is  thoroughly  constitutional?  And  lastly,  and  most  con- 
cretely, can  the  Federal  Government  impose  an  excise  tax  upon 
investors  for  the  privilege,  or  with  respect  to  the  conduct  of  the 
business  of  investment  and  the  receipt  of  interest  from  invest- 
ment? My  object  in  asking  that  is  this:  Have  we  a  solution  of 
the  evil  created  by  the  tax-free  bond  in  the  excise  tax? 

If   Congress  could   levy  a  constitutional   tax  upon  the  right  or 
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privilege  of  doing  business  in  corporate  form,  can  Congress  now 
impose  a  tax  upon  the  right  to  receive  interest  from  investment,  in- 
cluding interest  from  state  bonds,  municipal  bonds  and  Liberty 
bonds  carrying  the  exemption  privilege? 

Can  Ave,  by  a  clever  device  of  words,  constitutionally  do  this  by 
putting  this  magic  abracadabra  formula  before  it?  I  am  asking 
these  questions  genuinely  and  seriously.  The  more  I  ponder  about 
excise  taxation,  the  more  I  doubt  the  reality  of  the  entire  distinc- 
tion, but  specifically  and  for  help  in  attempting  to  devise  sound 
and  practicable  schemes  of  federal  taxation — and  the  same  thought 
is  applicable  to  the  states,  I  may  say  parenthetically — is  a  tax  upon 
the  right  or  privilege,  of  the  receipt  of  interest  from  investment 
securities  —  to  use  those  magic  words  —  not  upon  such  income  but 
ZL'ith  respect  to  such  income,  constitutional;  whereas  a  tax  upon 
the  income  would  be  imconstitutional  ?  And  is  it  economically  and 
in  terms  of  common  sense  justified,  if  the  other  tax  would  be  un- 
justified? 

I  ask  those  questions  seriously  for  Mr.  Porter  to  answer,  if  he 
will  and  if  he  thinks  wise,  and  if  he  thinks  it  is  relevant  to  the 
subject. 

Mr.  Porter:  !Mr.  Chairman;  I  should  be  glad  to  do  my  best  to 
answer  Dr.  Adams'  questions,  although  the  last  one  is,  of  course, 
a  mere  guess. 

The  first  is  as  to  whether  the  phrase  ''  excise  tax  "  is  really  a 
good  definition  of  the  kind  of  tax.  My  answer  to  that  is  that  in 
constitutional  law  I  don't  think  the  words  "  excise  tax "  has  any 
place.  The  Constitution  grants  to  Congress  the  power  to  levy 
taxes  generally,  and  it  puts  a  limitation  on  the  power  of  Congress 
as  to  what  is  called  a  direct  tax. 

The  Supreme  Court  has  cardinally  classified  taxes  into  two  kinds 
— direct  and  indirect.  In  the  early  days  they  said  the  two  kinds  of 
direct  taxes  were  capitation  taxes  and  taxes  on  land,  and  that  all 
other  taxes  of  any  kind  were  indirect;  and  in  some  cases  they 
used  the  term  "  excise  "  to  mean  any  kind  of  an  indirect  tax. 

In  a  case  that  came  up  in  the  early  part  of  the  century.  Con- 
gress passed  a  tax  on  carriages,  and  the  Supreme  Court  held  that 
that  was  not  a  direct  tax  on  property  but  was  an  excise  or  in- 
direct tax  on  the  privilege  of  owning  a  carriage.  So  that  in  the 
early  days  they  stuck  very  clearly  and  firmly  to  that  classification ; 
that  a  direct  tax  was  a  capitation  tax  or  a  tax  on  land;  anything 
else  was  an  indirect  tax,  and  that  Congress  was  not  limited  to  the 
rule  of  apportionment  of  it.  The  rule  of  uniformity  applied;  that 
it  must  be  geographically  uniform,  but  the  rule  of  apportionment 
did  not  apply. 

When  we  come  down  to  the  Civil  War  income  tax,  as  tested  in 
the  Springer  case,  the  Supreme  Court  held  that  an  income  tax  was 
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an  indirect  or  excise  tax.  It  did  not  consider  the  source  from 
which  the  income  was  derived,  or  attempt  to  split  it  up. 

Then  came  the  Pollock  case — Farmers  Loan  and  Trust  Company 
against  Pollock,  in  1904 — which  you  referred  to,  and  they  held 
there  that  a  tax  on  the  income  from  land  was  in  substance  a  tax 
on  the  land  itself  and  was  therefore  a  direct  tax.  In  that  case 
there  were  two  opinions,  and  it  was  argued  twice.  The  second 
time  they  extended  that  rule  to  the  income  from  property;  that  is, 
income  from  bonds  and  other  property  than  real  estate ;  but  so  far 
as  the  income  from  businesses  and  professions  was  concerned,  that 
was  still  held  to  be  an  indirect  tax  and  the  court  did  not  hold  in 
1894  that  an  income  tax  on  that  was  beyond  the  power  of  Congress 
unless  it  was  apportioned.  However,  the  tax  was  thrown  out  be- 
cause there  was  no  provision  for  a  separation  between  the  different 
sources  of  income ;  and  I  think  it  was  felt  generally  that  Congress 
did  not  wish  to  impose  an  income  tax  on  what  may  be  termed 
earned  income,  while  the  income  from  investments  and  from  real 
estate  was  free  of  tax. 

Then,  when  the  income  tax  amendment  was  passed,  the  Supreme 
Court  held  that  that  merely  extended  the  power  of  Congress  to 
tax  without  apportionment,  incomes,  from  whatever  source  de- 
rived, without  extending  the  jurisdiction  of  Congress  over  tax- 
able subjects.  That  was  the  reason  why,  in  the  Evans  case,  the 
court  held  that  the  salary  of  a  judge  who  had  been  appointed  be- 
fore the  income  tax  law  was  passed  could  not  be  taxed,  because 
that  income,  that  salary,  could  not  be  changed  during  his  term  of 
office.  That  is,  the  jurisdiction  over  the  subject  had  not  been 
enlarged  by  the  amendment  but  merely  the  rule  of  apportionment 
had  been  taken  away. 

So  I  think  that  the  distinction  between  an  excise  tax  and  some 
other  form  of  tax  is  not  in  constitutional  law  a  real  distinction. 
You  have  to  get  at  the  question  as  to  whether  it  is  a  direct  tax  or 
an  indirect  tax,  so  far  as  the  Federal  Constitution  goes. 

Now,  when  you  come  to  questions  of  economics;  of  local  law; 
whether  you  are  taxing  for  the  privilege  of  making  sales  or  the 
privilege  of  doing  business  in  a  corporate  capacity,  or  whether  you 
are  taxing  the  ownership  of  real  estate,  the  distinction  is  unim- 
portant. That  distinction  is  only  important  when  we  get  to  this 
constitutional  question  under  the  federal  Constitution  as  limiting 
the  power  of  Congress. 

So  I  think  that  in  this  discussion  generally,  as  to  the  power  of 
the  states  and  the  constitutional  limitations  on  the  power  of  the 
states,  an  excise  tax  does  not  carry  very  much  weight. 

Your  second  question  was  as  to  the  distinction  between  a  tax  on 
a  subject  and  a  tax  measured  by  the  subject.  I  think  that  perhaps 
we   can   take   an   illustration   that    will  make   the   thing   clear.      A 
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tax  can  be  levied  on  a  piece  of  property,  measured  by  some  other 
property,  if  you  like.  You  can  have  any  kind  of  a  measuring  stick 
that  you  want.  That  may  be  or  may  not  be  a  reasonable  or  intelli- 
gent way  to  do  it;  but  if  the  measure  that  is  applied  is  one  that 
has  a  reasonable  relation  to  the  subject  that  is  taxed,  then  the  fact 
that  that  measure  is  something  which  itself  cannot  be  taxed  does 
not  make  the  tax  direct.  That  comes  down  to  this  question  of 
the  case  that  you  referred  to  —  the  Flint  against  Stone,  Tracy 
&  Co.  case,  where  the  court  sustained  the  1909  excise  tax  on  cor- 
porations. Congress  had  general  power  to  impose  indirect  taxes 
of  any  kind;  there  was  no  limitation,  except  as  to  geographical 
uniformity.  As  an  indirect  tax,  Congress  could  tax  doing  busi- 
ness in  any  particular  form,  and  it  taxed  the  doing  of  business  in 
corporate  form.  That  was  what  was  done  in  the  1909  tax.  Hav- 
ing jurisdiction  to  tax  that  subject,  having  power  to  tax  the  doing 
of  business  in  corporate  form,  any  measure  which  they  adopted 
which  imposed  on  the  whole  a  reasonable  tax,  was  all  right  and 
was  not  subject  to  constitutional  objection. 

If  they  had  imposed,  instead  of  a  tax  on  the  privilege  of  doing 
business  in  corporate  form,  a  direct  tax  on  the  income  from  the 
bonds  as  such,  then  you  would  have  come  up  against  the  rule  that 
they  announced  in  the  Farmers  Loan  and  Trust  Company  case ; 
but  under  the  Springer  case — the  earlier  decision  of  the  Supreme 
Court — even  that  would  have  been  an  indirect  tax.  But  you  will 
remember  the  way  the  Supreme  Court  divided  and  the  very  bitter 
controversy  that  raged  in  the  Supreme  Court  over  that  question  of 
whether  the  income  from  the  bond  was  a  direct  tax  or  not.  It  is  a 
very  narrow  line  of  distinction.  The  court  agreed  that  where  you 
had  the  privilege  of  doing  the  business  in  corporate  form,  then 
the  measure  was  unimportant. 

Now  to  come  to  your  third  question  as  to  taxing  the  privilege  of 
owning  bonds,  it  would  seem  to  me  at  first  blush  that  the  decision 
of  the  court  in  the  Farmers  Loan  against  Pollock  case  would  answer 
that  question ;  and  it  is  perhaps  important  to  remember  that  in 
that  case  the  one  thing  that  the  court  agreed  upon ;  the  judges 
who  dissented  most  vigorously  from  the  general  decision  agreed 
that  the  income  tax,  in  so  far  as  it  attempted  to  include  a  tax  on 
the  income  from  state  bonds,  was  unconstitutional.  So  that  my 
own  judgment  would  be  that  if  you  attempted  to  tax  the  privilege 
of  owning  the  bonds  or  the  privilege  of  receiving  the  income  from 
the  bonds,  the  court  would  say  that  that  question  had  been  an- 
swered in  the  Pollock  case,  and  that  such  a  tax  was  a  direct  tax 
upon  the  property  which  was  itself  exempt  from  taxation. 

Chairman  Adams  :  I  had  in  mind  a  somewhat  more  general  tax 
than  mere  receipt  of  tax-exempt  interest ;  say  tax  upon  investment 
income  generally,  all  interest  from  mortgages,  taxable  bonds  and 
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all  dividends.     It  was  not  my  thought,  of  course,   to  concentrate 
upon  just  the  unconstitutional  thing. 

Mr.  Porter:  I  appreciate  that,  but  I  should  say  that  if  a  ques- 
tion were  raised  in  a  case  in  which  this  exempt  property  income 
constituted  a  substantial  part,  the  court  would  hold  that  it  was  a 
direct  tax.  On  that  point,  we  all  know  that  the  particular  circum- 
stances of  a  case  have  a  great  deal  to  do  with  the  way  the  court 
will  decide  the  case  and  the  principle  that  they  will  enunciate.  As 
an  illustration  of  that,  Connecticut  and  New  York  passed  laws 
which  were  in  substance  alike,  in  taxing  foreign  corporations. 
They  imposed  an  income  tax  based  upon  the  proportion  of  assets 
in  the  state  to  the  total  assets.  That  was  the  general  plan.  Con- 
necticut entirely  excluded  from  the  total  of  assets,  stock  in  other 
corporations,  but  they  included  the  dividends  from  that  stock. 
New  York  allowed  10%.  of  the  value  of  the  stock  to  be  included 
and  excluded  the  rest.  On  a  comparison  of  the  two  laws,  I  think 
that  the  Connecticut  law  would  be  more  inclined  to  tax  prop- 
erty outside  the  state  than  the  New  York  law.  Two  cases  went 
to  the  Supreme  Court.  In  the  Underwood  Typewriter  case,  in 
which,  on  the  facts,  the  tax  assessed  was  not  an  unfair  tax,  the 
court  held  that  the  method  of  apportionment  provided  in  the 
statute  was  valid;  but  in  the  Alpha  Portland  case,  where  we  had 
an  apportionment  that  was  in  fact  unreasonable  and  unjust,  the 
court  held  that  the  apportionment  method  was  invalid. 

I  have,  personally,  very  little  doubt  that  if  the  Alpha  case  had 
come  up  from  Connecticut  and  the  Underwood  Typewriter  case 
had  come  up  from  New  York,  the  Connecticut  law  would  have 
been  held  bad  and  the  New  York  law  held  good. 

Secretary  Holcomb  :  Mr.  Porter,  may  I  refresh  your  memory? 
Hasn't  there  been  a  very  recent  case  in  the  United  States  Supreme 
Court  under  the  name  of  Kentucky  Distilleries  and  Warehouse 
Co.,  where  the  court  said  that  an  excise  tax,  measured  as  Dr. 
Adams  suggests,  was  nothing  more  than  a  tax  on  the  ownership  of 
property,  and  hence  they  held  it  invalid. 

Mr.  Porter:  I  should  expect  that  it  would  hold  that  way.  I 
think  it  is  in  line  with  the  Pollock  case.    I  don't  remember  the  case. 

Mr.  Satterlee  (New  York)  :  Mr.  Chairman,  referring  further 
to  Dr.  Adams'  questions,  with  which  I  confess  I  have  a  good  deal 
of  sympathy,  because  the  same  questions  have  always  bothered  me, 
I  am  inclined  to  answer  his  third  question,  as  Mr.  Porter  said,  at 
first  blush,  although  I  have  thought  of  it  to  some  extent,  in  the  nega- 
tive;  that  is  to  say:  the  court  would  hold  such  proposed  tax  uncon- 
stitutional. Of  course,  the  situation  is  not  identically  the  same,  but, 
as  Dr.  Adams  knows  and  as  Mr.  Porter  knows,  in  the  cases  arising 
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under  the  excise  tax  of  1909,  which  was  based  on  doing  business, 
the  Supreme  Court  in  several  decisions  has  gone  pretty  far  in 
holding  that  corporations,  by  restricting  their  activities  merely  to 
holding  property  and  to  receiving  the  income  from  such  property 
were  not  doing  business  within  the  terms  of  the  statute,  and  al- 
though it  is,  of  course,  conceivable  that  different  language  could 
be  used  than  the  broad  expression,  "  with  respect  to  doing  busi- 
ness," nevertheless,  basing  my  impression — and  it  is  no  more  than 
that — partly  on  those  cases  under  the  1909  act  (and  of  course  the 
existing  capital  stock  tax  is  based  upon  the  same  principle),  I 
should  be  inclined  to  think  that  the  court  would  take  the  position 
that  any  form  of  words  which  really  came  down  to  taxing  being 
instead  of  doing,  could  not  form  the  basis  of  an  excise  tax. 

On  the  question  that  Mr.  Holcomb  raised,  I  am  not  sure  that  I 
got  his  point  exactly,  but  if  it  is  the  same  one  that  I  think  it  is, 
it  is  one  that  also  has  been  in  my  mind  for  a  number  of  years — 
and  this  bears  by  analogy  on  what  Dr.  Adams  said  on  the  thin 
basis  of  distinction  between  the  imposition  by  the  states  of  fran- 
chise license  taxes  on  foreign  corporations  doing  business  in  the 
state,  while  they  cannot  impose  such  taxes  on  foreign  corporations 
which,  in  the  vernacular,  do  not  do  business  in  the  state  but  which 
more  properly  speaking,  do  business,  but  do  only  an  interstate 
commerce  business. 

I  have  in  mind  a  situation  for  example — and  our  minds,  I  sup- 
pose, always  recur  to  personal  experiences — I  recall  very  vividly, 
although  this  happened  several  years  ago,  a  case  in  which  I  was 
severely  bumped  by  the  Supreme  Court  of  the  United  States, 
which  involved  that  question  of  doing  business.  A  particular  cor- 
poration, a  client  of  mine,  manufactured  an  article  which  was  of 
such  a  peculiar  nature  and  so  complicated  in  its  construction  that 
it  could  not  do  business,  as  most  corporations  can.  such  as  the 
International  Harvester  Co.,  for  example,  by  merely  selling  the 
article  through  agents  who  take  orders  in  the  state  and  do  not 
perform  any  installation.  In  this  particular  case  that  I  have  in 
mind,  because  of  the  nature  of  the  article,  it  had  to  be  installed, 
however,  in  order  that  the  seller  could  sell  it  at  all.  So,  to  use 
this  same  illustration  of  the  International  Harvester  Company, 
which  is  a  conspicuous  example,  here  was  a  situation  where  my 
client,  for  example,  made,  we  will  say,  one  sale  in  the  State  of 
Virginia,  which  it  had  to  complete  by  installation;  and  yet  (so  the 
Supreme  Court  held)  was  subject  to  the  Virginia  excise  tax. 
while  a  corporation  like  the  International  Harvester  Co.  could, 
through  an  agent,  or  one  hundred,  or  several  hundred  of  them, 
maintained  in  Virginia,  do  business  there,  without  being  liable  to 
an  excise  tax,  by  little  more  than  a  subterfuge,  in  simply  making 
sure  that  the  agents  who  received  the  orders  did  not  have  any 
10 
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definite  authority  to  sign  the  contracts  in  the  state,  and  that  the 
contracts  were  finally  approved  and  closed  outside.  So  it  does 
seem  to  me  that  it  is  thoroughly  unjust,  although  the  constitutional 
restrictions  are  of  that  nature,  to  impose  license  taxes  of  any 
magnitude  on  a  foreign  corporation  which  may  do  a  small  intra- 
state business  when,  on  the  other  hand,  foreign  corporations  that 
in  a  very  true  sense  continually  do  business  in  a  state  are  not 
subject  to  any  license  taxes  at  all. 

With  reference  to  that,  I  was  struck  by  a  remark  made  by 
Judge  Leser,  to  the  effect  that  where  a  corporation  did  only  an 
interstate  commerce  business,  nevertheless  they  should  at  least  be 
required,  and  he  thought  it  would  be  possible  to  require  them  to 
at  least  pay  a  small  fee  for  filing  a  certificate  in  the  state  to  accept 
service. 

In  particular,  there  was  a  case  of  Kentucky  against  the  Inter- 
national Harvester  Company,  where  the  court  held  that  the  Inter- 
national Harvester  Company,  although  doing  only  an  interstate 
commerce  business  in  Kentucky  and  therefore  not  being  subject 
to  a  license  tax  in  Kentucky,  was  nevertheless  doing  sufficient 
business  in  the  State  of  Kentucky  to  authorize  service  of  process 
on  one  of  its  agents  who  happened  to  be  caught  in  the  state. 

Judge  Leser  :  Mr.  Chairman,  could  I  add  a  word  in  qualifica- 
tion of  what  I  have  said,  because  I  think  it  is  a  very  important 
thing  to  remember.  A  state  may  not  require  a  foreign  corporation 
doing  an  interstate  business  even  to  register,  if  it  imposes  a  penalty 
for  not  registering,  which  consists  of  refusing  it  the  privilege  of 
doing  business.  It  cannot  base  the  right  to  do  business  upon  the 
registration.  But,  in  my  opinion,  from  a  reading  of  the  decisions 
(there  are  no  direct  decisions),  it  would  be  legally  possible  for  a 
state  to  require  such  a  foreign  corporation  to  register  and  to  impose 
some  kind  of  a  penalty  upon  that  company  in  the  way  of  a  fine 
for  failing  to  comply,  but  they  cannot  impose  the  penalty  of  ex- 
cluding it  frorh  the  right  of  doing  business. 

Just  one  word  more,  perhaps  as  a  crumb  of  comfort  to  Mr. 
Holcomb  who  seems  to  have  been  appealing  for  some  word  here 
about  the  justice  of  su^  a  tax.  Mr.  Satterlee  has  made  it  clear 
that  there  is  a  great  deal  of  injustice  in  this  arbitrary  distinction 
between  corporations  doing  an  interstate  business  and  those  doing 
an  intrastate  business,  but  I  suppose  we  may  all  agree  that  the  rule 
which  prevails  in  a  number  of  states  and  bases  the  amount  of  the 
excise  tax,  not  upon  the  property  of  the  corporation,  not  even 
upon  its  issued  capital  stock  but  upon  its  authorized  capital  stock, 
is  wholly  immoral. 

Chairman  Zoller:  I  am  surprised  that  more  people  have  not 
addressed  themselves,  as  Judge  Leser  just  suggests,  to  the  equity 
of  imposing  any  franchise  tax  as  such,  at  all,  upon  a  corporation. 
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Xow.  I  exclude  Xew  York  and  ]vlassachusetts  and  those  states 
which  have  endeavored  to  impose  an  income  or  a  corporate  excise 
tax  in  lieu  of  property  tax;  that  is  entirely  another  matter,  but  I 
was  in  hopes  that  some  people  would  address  themselves  to  the 
propriety  of  imposing  upon  a  corporation,  just  merely  because  it 
was  a  corporation,  a  franchise  tax  in  addition  to  all  these  other 
forms  of  taxation.  It  has  always  been  my  theory — perhaps  it  is 
old-fashioned — that  if  you  taxed  all  the  propert}-  of  the  corpora- 
tion, you  taxed  the  value  of  its  franchise  and  everything  else ; 
or  if  you  taxed  all  its  income,  you  taxed  all  that  could  be  taxed, 
and  I  never  personally  could  see  any  justice,  if  the  corporation 
had  come  in  and  paid  a  tax  on  all  its  property,  or  paid  the  same 
kind  of  tax  that  everybody  else  paid,  in  superimposing  a  tax.  merely 
because  you  were  dealing  with  a  corporation  instead  of  a  partner- 
ship or  an  individual. 

There  are  a  great  many  people  who  will  disagree  with  that,  but 
we  want  to  hear  from  both  sides. 

Captaix  White:  Mr.  Chairman.  I  had  hoped  that  the  National 
Tax  Associatoin  would  somehow  bring  to  the  members  of  its  organ- 
ization and  to  the  officers  who  have  to  execute  the  laws  in  the 
different  states  some  rules  of  equity  that  might  be  applied  generally 
to  tax  laws,  in  the  first  place,  in  the  simplicity  of  understanding, 
so  that  every  one  who  read  the  law  might  understand  it  and  be 
himself  able  to  interpret  it. 

Unfortunately,  our  legislators  have  a  faculty  of  trying  to  find  a 
new  method  for  imposing  taxes  that  will  not  be  felt  by  the  voters, 
and  it  is  on  that  account  that  laws  are  devised  which  are  so  difficult 
of  interpretation  and  execution.  We  ought  to  have  justice  and 
equity  in  our  tax  laws,  but  a  common  rule  that  has  been  estab- 
lished— now  accepted  as  the  proper  one — is  that  one's  ability  to 
pay  properly  and  justly  ought  to  be  used  as  a  measure  of  the  tax 
that  he  should  pay,  and  that  has  led  us  to  all  sorts  of  complexities. 

Dr.  Adams  has  raised  the  question  of  how  to  get  at  the  man  who 
has  invested  his  money  in  tax-exempt  securities.  That  is  what  a 
great  many  people  want  to  do.  I  feel  that  if  we  had  started  out 
with  the  just  idea  that  each  one  of  us  was  to  pay  his  share  of 
government  expense  and  that  it  should  be  apportioned  to  him  so 
that  he  could  understand  that  he  was  pajang  it;  that  the  govern- 
ment expense  would  not  increase  as  it  has  increased;  and  until 
we  do  apply  such  a  method,  we  are  going  to  have  increased  taxa- 
tion, increased  expenditure,  until  the  burden  will  be  so  great  that 
our  civilization  will  break  down  under  it. 

If  you  will  recall,  in  Australia  they  have  had  many  experiments 
in  government  operation,  and  Australia,  being  a  comparatively  new 
country  was  able  to  borrow  enormously  from  abroad.  Before  the 
great   war   came    on.   agitation  had   alreadv   been   started   in  that 
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country  to  repudiate  its  debt.  Since  the  war,  Germany  has  repu- 
diated its  debts  by  a  peculiar  form  of  financing.  It  will  have  to 
pay  the  penalty.  We  have  started  on  the  road  very  much  on  that 
same  order,  by  different  methods  of  taxation,  of  exempting  the 
individual  from  his  proper  share  in  supporting  the  government, 
and  when  we  get  back  to  a  realization  that  the  ordinary  voter, 
when  he  votes  certain  people  into  power  who  are  going  to  do 
certain  things,  has  to  pay  for  it,  we  are  then  going  to  have  a  just 
and  equitable  system  of  taxation. 

In  regard  to  the  excise  tax  which  Massachusetts  has  imposed 
upon  foreign  corporations  doing  business  within  the  state,  I  think 
the  feeling  of  the  legislators  in  the  state  of  Massachusetts  was 
that  the  foreign  business  should  be  put  on  the  same  basis  as  the 
corporations  incorporated  under  the  laws  of  Massachusetts,  and  in 
that  way,  in  the  execution  of  the  laws,  our  tax  commissioners  have 
in  eft'ect  rendered  a  just  and  adequate  service  to  the  ^Massachusetts 
manufacturers,  and  I  think  their  attitude  in  regard  to  the  execu- 
tion of  the  law  should  be  applauded. 

Chairman  Zoller  :  We  are  reaching  the  closing  hour.  Is  there 
any  one  else  who  would  like  to  clear  up  the  situation  for  us?  If 
not,  Dr.  Adams  has  an  important  announcement  to  make  before 
we  adjourn,  and  following  Dr.  Adams,  Mr.  Holcomb  also  has  some 
announcements  to  make. 

Chairman  Adams:  I  have  one  announcement  that  is  of  re- 
stricted interest,  and  then  a  rather  important  question  to  submit  to 
you.  The  first  is  the  announcement  of  the  nominating  committee 
of  the  National  Tax  Association :  Zenas  W.  Bliss,  chairman,  and 
the  following  members :  Samuel  Lord,  Oscar  Leser,  Carl  S.  Lamb, 
George  G.  Tunnell.  I  hope  the  nominating  committee  and  the 
chairman  will  assemble  at  their  earliest  opportunity. 

The  other  matter  is  more  important  and  will  require  action  by 
the  conference  as  such,  at  this  time.  We  have  received,  through 
Mr.  Hallanan,  the  ex-Tax  Commissioner  of  the  State  of  West  Vir- 
ginia, who  has  been  so  active  in  looking  after  our  comfort  and  so 
on,  a  very  inviting  proposal,  or  a  very  attractive  invitation,  coming 
from  Colonel  John  Laing  and  others,  to  take  a  trip  to  the  coal 
mining  fields  of  West  Virginia  and  to  see  some  typical  West  Vir- 
ginian scenery  on  Friday,  in  a  special  train  starting  about  ten 
o'clock  and  returning  probably  at  half  past  five  or  six.  Mr.  Halla- 
nan is  here  and  will  probably  explain  this  matter  in  a  little  more 
detail. 

The  officers  of  the  conference  and  of  the  association  have  hesi- 
tated to  take  the  responsibility  of  accepting  or  rejecting  this  invi- 
tation. It  requires  some  adjustment  of  the  program,  and  I  might 
run   over  that  Friday  program   and  call  your  attention   to  what 
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seems  to  be  practical  possibilities  of  disposing  of  the  items  or 
meetings  there  scheduled,  and  let  you  gentlemen  decide  whether 
those  readjustments  are  practicable  and  desirable  and  whether  it 
will  be  possible  for  us  to  accept  this  invitation  to  take  this  very 
interesting  trip. 

The  Friday  sessions  include  the  following :  First,  the  report  of 
the  committee  on  standardization  of  reports  of  state  tax  commis- 
sions. Without  entering  into  reasons,  it  will  be  distinctly  prac- 
ticable, we  think,  to  have  that  very  interesting  report  and  one 
upon  which  much  work  has  been  done,  submitted  at  the  Thursday 
evening  session.  The  second  item  is  the  presentation  of  the  report 
of  the  committee  on  resolutions.  I  understand  from  the  chairman 
of  that  committee  that  there  has  not  been  a  large  number  of,  or  in- 
deed any  important  resolutions  presented,  and  it  looks  at  the  present 
time  as  if  it  would  be  practicable  perhaps  to  dispose  of  the  reso- 
lutions at  a  special  meeting  of  the  conference,  to  be  held,  say,  at 
nine  o'clock  on  Friday  morning,  preceding  the  departure  of  the 
special  train.  There  was  also  scheduled  the  annual  meeting  of  the 
National  Tax  Association.  We  think  it  would  be  practicable  to 
hold  that  meeting  at  nine  o'clock  on  Thursday  morning,  preceding 
the  beginning  of  the  sessions  dealing  with  federal  taxation. 

For  Friday  afternoon  there  were  reserved  the  topic :  "  Discus- 
sion of  and  action  upon  the  Report  of  the  Committee  on  Resolu- 
tions." That  would  have  to  go  along  with  this  special  meeting  to 
be  held  at  nine  o'clock  on  Friday.  Space  and  time  were  also  re- 
served for  suggestions  for  the  time  and  place  of  the  1924  con- 
ference. I  fear  that  that  interesting  session  would  have  to  be 
abandoned.  There  is  this  to  be  said,  of  course :  The  decision  on 
these  proposals  has  always  in  the  past  been  reserved  for  the  Exec- 
utive Committee  of  the  National  Tax  Association,  although  their 
discussion  has  led  to  some  of  the  most  fervid  oratory  which  the 
conference  has  ever  heard. 

Now,  gentlemen,  we  are  in  serious  doubt  whether  the  program 
should  be  disarranged,  even  to  accept  so  interesting  and  cordial  an 
invitation,  and  you  will  have  to  decide  that  matter. 

Captain  White  :  I  move  that  it  be  changed  so  that  we  may 
accept  the  invitation. 

The  motion  was  regularly  seconded  and  carried,  one  vote  being 
cast  in  the  negative. 

Secretary  Holcomb  :  The  resolutions  committee  is  still  incom- 
plete. If  the  states  that  should  hand  in  their  names  will  do  so,  it 
would  be  appreciated. 

I  am  asked  to  announce  that  the  meeting  of  the  inheritance  tax 
officials,  which  was  adjourned  this  morning  at  nine  o'clock,  has 
been  further  adjourned  to  Wednesday  morning  at  nine  o'clock,  in 
this  room. 
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I  want  to  state,  for  your  information,  that  we  have  represented 
at  this  conference  thirty-nine  states,  the  District  of  Columbia  and 
three  Canadian  provinces,  and  that  the  total  attendance  is  358,  in- 
cluding 50  ladies,  of  whom  3  are  attending  as  delegates  or  repre- 
sentatives. I  think  that  is  a  very  fine  record — one  that  compares 
favorably  with  any  other  conference  we  have  ever  had. 

Chairman  Zoller  :  Mr.  Laing  desires  to  make  an  announce- 
ment, and  then  we  shall  immediately  adjourn. 

Mr.  Laing:  I  only  wish  to  say  that  I  think  those  who  are  from 
a  distance,  especially  those  who  are  not  from  West  Virginia, 
would  appreciate  and  enjoy  this  particular  trip.  I  am  very  sorry 
that  we  cannot  show  you  all  of  the  mines  in  West  Virginia,  but 
we  will  show  you  some  of  the  mines  producing  the  richest  coal  in 
the  State  of  West  Virginia;  we  will  show  you  some  of  the  best 
mines  in  the  State  of  West  Virginia,  and  we  wnll  show  you  some 
of  the  best  homes  for  laborers  in  the  world,  excepting  none.  We 
take  great  pride  in  showing  you  over  this  particular  route ;  we  will 
show  you  where  there  is  more  money  invested  and  where  the 
stockholders  get  less  returns  from  their  money  than  I  think  in 
any  other  place  in  the  world,  even  though  the  people  of  the  rest 
of  the  world  seem  to  think  that  the  coal  people  are  all  multi- 
millionaires. But  we  especially  request  that  as  many  of  those 
attending  the  convention  and  all  of  those  who  can  do  so,  who  are 
not  with  the  convention,  accept  our  invitation.  We  will  dine  you, 
and  take  you  down  there  and  see  you  safely  back,  and  we  sincerely 
hope  you  will  sacrifice  everything  else  to  join  us  on  Friday  morn- 
ing and  accompany  us  on  that  trip. 

Adjournment 
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Chairman  Adams  :  The  meeting  will  please  come  to  order. 

I  want  to  call  attention  to  those  of  you  who  did  not  attend  the 
afternoon  session  to  the  fact  that  the  conference  has  accepted  the 
invitation  extended  by  Colonel  John  Laing  to  make  a  trip,  on  a 
train  provided  for  that  purpose,  to  some  of  the  coal  fields  of  West 
Virginia,  at  ten  o'clock  on  Friday.  I  suppose  an  announcement 
will  be  made  later  of  exactly  when  we  are  to  assemble.  We  shall 
be  gone  until  half -past  five  or  six  that  day.  That  will  necessitate 
some  readjustment  of  the  program. 

The  special  friends,  I  think,  of  the  income  tax,  and  those  who 
have  been  most  interested  in  its  administration  have,  of  recent 
years,  been  very  considerably  worried  by  certain  exceedingly  diffi- 
cult problems  that  arise  in  connection  with  the  coordination  or 
correlation  of  income  taxes  with  other  kinds  of  taxes.  These  are 
large  questions,  of  fundamental  meaning.  They  are  troublesome, 
because  they  are  intrinsically  difficult.  Secretary'  Holcomb,  in 
particular,  has  been  worried  about  this  for  a  year.  The  Wisconsin 
Tax  Commission  has  returned  to  this  class  of  problems  as  prob- 
lems representing  a  peculiar  importance  and  difficulty — the  ques- 
tion, for  instance,  of  whether  if  a  state  adopts  an  income  tax, 
exemption  shall  be  granted  to  income  derived  from  real  estate, 
subject  to  the  ordinary  taxes  on  real  estate;  the  question  whether, 
for  instance,  if  certain  types  of  industries,  which  are  paying  ad- 
valorem  taxes,  on  a  basis  which  covers  in  some  way  their  income 
(that  intangible  or  excess  value  which  represents  the  difference 
between  the  value  of  the  tangible  properties  and  the  value  of  the 
business  as  a  growing  concern)  should  be  exempt  from  the  income 
tax.  Thus,  in  the  state  of  Wisconsin,  as  I  recall,  certain  public 
utility  corporations  are  not  subject  to  the  income  tax.  A  series  of 
large  and  very  difficult  questions  of  structure  and  relationship  arise 
in  this  connection,  about  which  there  is,  and  has  been,  much  real 
mystery — and  they  are  big  questions. 

Mr.  A.  E.  James,  who  has  had  rather  special  opportunity  to 
come  in  contact  with  this  class  of  questions,  has  written  an  ex- 
ceedingly interesting  and  significant  paper  on  the  coordination  of 
income  and  property  taxes,  which  he  will  now  read.  Mr.  James ! 
(Applause) 
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THE  COORDINATION  OF  INCOME  AND  PROPERTY 
TAXATION 

A.    E.    JAMES 

The  subject  matter  of  this  session  of  the  conference  was  on  the 
program  in  1922  at  MinneapoHs,  and  many  of  its  phases  were 
discussed  at  the  session  of  September  21st,  and  are  reported  on 
pages  284  to  328  inclusive  of  the  Proceedings.  The  phase  which 
was  then  least  discussed,  I  wish  to  bring  to  the  fore  at  this  con- 
ference. 

At  that  session  these  questions  were  asked: 

1.  What  is  the  function  of  an  income  tax? 

2.  What  is  its  place  in  our  system  of  taxation? 

3.  How   far   should   it   supplement   and   how    far   supplant   the 
property  tax? 

4.  Should  the  tangible   (personal)   property  tax  be  continued  at 
the  rates  imposed  on  real  estate? 

These  questions  go  to  the  very  substance  of  our  changing  system 
of  taxation.  We  are  constantly  facing  decisions  with  respect  to- 
the  scope  of  the  income  tax  which  can  only  be  answered  if  we  first 
understand  exactly  what  it  is  we  are  trying  to  do  with  the  in- 
come tax. 

The  income  tax  has  been  resorted  to  by  the  states  (and  we-  are 
dealing  at  this  session  only  with  the  income  tax  as  a  state  levy) 
chiefly  because  personal  taxation,  as  such,  has  broken  down  under 
the  property  tax,  and  a  substitute  has  had  to  be  found.  To  a  cer- 
tain extent,  resort  to  the  income  tax  as  this  substitute  has  been' 
accelerated  by  the  use  of  the  income  tax  as  a  federal  tax  measure, 
but  Wisconsin  adopted  and  enforced  effectively  a  modern  income 
tax  in  1911.  The  movement  was  upon  us  for  better  personal  taxa- 
tion ;  it  has  progressed  rapidly  under  the  stimulus  of  a  real  de- 
mand for  better  methods  of  taxation  as  much  or  more  than  from' 
the  successful  federal  example. 

The  committee  on  "  A  model  system  of  state  and  local  taxation," 
whose  report  appears  on  pages  426  to  470  of  the  Proceedings  of 
the  National  Tax  Association  for  1919,  has  stated  the  underlying 
principles  of  our  state  tax  systems  as  representing  three  points  of 
view.    In  the  words  of  the  committee,  these  are  stated  as  follows : 

"  The  first  is  the  principle  that  every  person  having  taxable 
ability  should  pay  some  sort  of  a  direct  personal  tax-  to  the 
government  under  which  he  is  domiciled  and  from  which  he 
receives  the  personal  benefits  that  government  confers." 

The  second  principle  is  stated  by  the  committee : 

"  That  tangible   property,   by   whomsoever   owned,   should  be 
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taxed  by  the  jurisdiction  in  which  it  is  located,  because  it 
there  receives  protection  and  other  governmental  benefits  and 
services." 

And  the  committee  concludes  its  outline  with : 

"  The  third  principle,  somewhat  less  clearly  and  generally  ex- 
emplified by  our  tax  laws  but  discernible  none  the  less,  is  that 
business  carried  on  for  profit  in  any  locality  should  be  taxed 
for  the  benefits  it  receives." 

As  the  committee  further  observes,  we  cannot  avoid  facing 
these  principles  continuously  in  framing  our  tax  laws.  Moreover, 
they  represent  sound  principles  of  taxation,  and  where  conflicts  of 
jurisdiction  arise,  each  represents  a  sound  jurisdictional  claim. 
The  coordination  of  income  and  property  taxation,  therefore,  re- 
quires that  any  modifications  of  our  present  tax  systems  which 
are  suggested  shall  satisfy  these  principles. 

The  Property  Tax  Originated  as  a  Faculty  Tax 

The  significance  of  these  three  aspects  of  American  taxation 
and  their  relation  one  to  another  has  only  become  apparent  with 
the  differentiation  of  the  forms  of  property  and  the  constant 
divorce  of  the  location  of  such  property  from  the  domicile  of  its 
owner.  In  the  comparatively  primitive  state  of  society,  out  of 
which  our  present  system  of  taxation  has  evolved,  the  individual, 
his  property,  and  his  business  were  located  almost  invariably  at 
the  same  place.  As  a  result,  conflicts  of  jurisdiction  rarely  arose. 
It  is  reasonably  clear  from  an  examination  of  the  early  statutes 
with  reference  to  property  taxation  that  the  first  principle  men- 
tioned by  the  committee,  that  is,  that  the  individual  should  be 
taxed  in  accordance  with  his  ability,  was  the  guiding  principle  in 
the  beginnings  of  our  property  tax. 

Chapter  49  of  the  Laws  of  New  York,  for  the  sixth  session, 
passed  on  March  25th,  1783,  defines  the  property  to  be  taxed  and 
the  place  of  its  taxation  in  the  following  language: 

"  That  the  assessors  shall  thereupon  immediately  proceed  to 
make  the  assessments  on  the  several  inhabitants  residents  and 
persons  holding  or  possessing  real  or  personal  estate  within 
the  city,  town,  manor,  district  or  precinct,  according  to  the 
estate  and  other  circumstances  and  abilities  to  pay  taxes,  of 
each  respective  person,  collectively  considered;  distinguishing 
in  such  assessment  roll  between  the  real  and  personal  estate 
of  such  persons  respectively,  specifying  the  residence  in  the 
city,  town,  manor,  district  or  precinct,  and  the  residence  in 
the  county,  and  not  within  the  city,  town,  manor,  district  or 
precinct,  and  also  such  as  are  not  residents  of  either."  (IN. 
Y.  Laws,  page  566,  Reprint  of  1886). 
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The  provisions  generally  with  respect  to  taxation  in  colonial 
and  revolutionary  days  are  set  out  in  some  detail  in  the  brief  of 
Messrs.  Choate,  Guthrie  and  others,  reported  in  Pollock  against 
Farmers'  Loan  and  Trust  Company,  158  U..  S.  601.  In  all  of  them 
it  appears  that  the  colonies  and  states  were  thinking  of  property, 
both  real  and  personal,  as  expressing  individual  ability  to  pay  and 
were  measuring  ability  by  a  property  measuring  stick,  rather  than 
imposing  their  taxes  upon  property  as  such. 

The  Property  Tax  Has  Become  a  Tax  on  Things 

A  glance  at  any  of  the  modern  statutes,  with  their  detailed  pro- 
visions with  respect  to  the  situs  for  the  taxation  of  property,  with 
the  detailed  enumeration  of  articles  of  property  to  be  assessed, 
with  their  elaborate  exemptions  as  to  kinds  and  classes  and  uses 
of  property,  indicates  how  far  the  property  tax  has  departed  from 
the  simple  measure  of  personal  faculty  which  it  represented  in 
the  early  days. 

The  Personal  Income  Tax  is  a  Faculty  Tax 

It  is  impossible,  even  were  it  desirable,  to  restore  the  property 
tax  or  any  portion  of  it  to  the  category  of  a  faculty  tax.  In  so 
far  as  the  property  tax  is  retained  in  the  tax  system,  it  must  be 
retained  to  meet  that  portion  of  the  committee's  requirements  which 
is  covered  in  their  second  principle,  namely,  that  tangible  property 
should  be  taxed  by  the  jurisdiction  in  which  it  is  located.  The 
other  two  principles  I  believe  can  best  be  satisfied  by  the  two 
forms  of  income  taxation  suggested  by  the  committee,  namely, 
the  personal  income  tax  and  the  business  income  tax.  But  first  it 
is  vitally  important  that  we  do  not  make  the  mistake  with  respect 
to  the  income  tax  that  has  already  been  irretrievably  made  with 
respect  to  the  property  tax.  If  our  income  tax  is  to  fill  a  proper 
place  in  our  tax  system,  if  it  is  not  to  infringe  on  the  one  hand 
upon  the  function  of  the  property  tax,  or  if  it  is  not  to  fail  on 
the  other  adequately  to  fill  the  function  of  a  personal  tax,  there 
must  be  a  much  better  understanding  of  the  nature  of  each  tax 
and  the  part  each  is  designed  to  serve  in  the  complete  system  of 
taxation. 

If  the  Income  Tax  is  a  Personal  Tax  the  Source  of  the 
Income  is  Immaterial 

If  our  aim  in  resorting  to  the  income  tax  is  primarily  to  provide 
an  adequate  personal  tax,  and  we  are  to  apply  the  faculty  theory, 
I  submit  that  we  are  interested  only  in  the  amount  of  the  net  in- 
come received.  To  that  net  income,  whatever  its  source,  the  tax 
should  apply.  We  have  no  interest  in  sources,  except  for  purposes 
of  analysis  and   audit.     What  matters  it   whether   the   income   be 
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derived  from  real  estate,  from  profits  in  business,  from  dividends, 
from  interest,  from  salaries,  so  that  it  amounts  to  a  certain  sum  ? 
Is  not  ten  thousand  dollars  in  dividends  on  Atchison  preferred  of 
equal  purchasing  power  with  ten  thousand  dollars  in  interest  on 
Atchison  general  fours;  or  ten  thousand  dollars  in  net  rents;  or 
the  same  sum  in  interest  on  federal,  state,  or  municipal  bonds, 
savings  bank  deposits,  or  any  other  investments?  Will  not  a  ten 
thousand  dollar  salary  buy  as  much  as  the  same  income  from  any 
other  source  ?  Ignoring  for  the  time  the  distinction  between  earned 
and  unearned  income,  which  every  income  tax  law  in  the  country, 
except  that  of  Massachusetts  does  ignore,  is  there  any  reason  for 
picking  favorites  in  income  sources  if  we  are  imposing  a  personal 
.income  tax?  The  tax  is  on  the  person,  measured  by  his  ability 
to  pay.  Under  this  test  is  there  any  reasonable  basis  for  taxing 
the  lawyer  at  the  bar  and  exempting  the  judge  on  the  bench;  for 
taxing  the  man  who  puts  money  into  industry  and  exempting  the 
one  who  invests  in  a  courthouse  ?  The  argument,  please  remember, 
is  not  as  it  is  too  often  stated,  on  the  relative  merits  of  factories 
and  courthouses.  That  is  not  a  tax  problem.  The  argument  is 
between  two  persons,  each  with  the  same  income  and  therefore 
possessing  the  same  ability  to  pay. 

The  committee  on  the  model  system  has  truly  pointed  out  that 
we  have  tried  to  apply  three  theories  of  taxation  at  the  same  time 
through  the  property  tax.  We  are  today  starting  the  same  un- 
fortunate procedure  with  the  income  tax.  If  the  principles  I  have 
quoted  from  the  report  of  the  committee  have  any  validity,  they 
can  only  be  applied  through  as  many  taxes,  or  through  as  many 
forms  of  the  same  tax,  as  there  are  principles. 

In  other  words,  if  persons  as  persons  should  pay  taxes  in  accord- 
ance with  their  ability,  a  tax  must  be  applied  to  all  persons  subject 
to  a  jurisdiction  and  equally  applied  to  all,  in  accordance  with  the 
respective  ability  of  each.  If  property  should  be  taxed  as  prop- 
erty, a  tax  must  be  applied  to  all  property  of  the  selected  class  or 
classes  and  all  property  of  that  class  in  the  jurisdiction  should  be 
taxed  alike.  If  business  as  business  should  be  taxed  in  the  juris- 
diction where  it  is  carried  on,  a  tax  should  be  applied  alike  to  all 
business  in  the  jurisdiction. 

To  illustrate ;  a  person  lives  in  New  Jersey,  practices  law  in 
New  York,  and  owns  property  in  Massachusetts;  he  should  pay  a 
personal  tax  in  New  Jersey,  a  business  tax  in  New  York,  and  a 
property  tax  in  Massachusetts.  And  if  he  lives  in  New  York, 
practices  in  New  York,  and  owns  property  in  New  York,  he  should 
pay  a  personal  tax,  a  business  tax,  and  a  property  tax,  all  in  New 
York. 
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The  Business  Income  Tax  Satisfies  the  Claim  of  Situs 

The  model  system  of  taxation  suggested  by  the  committee  of  this 
association  provides  for  a  fiat-rate  tax  upon  net  incomes  derived 
from  business,  separate  and  apart  frorn  the  personal  net  income 
tax.  This  represents  a  new  tax  concept  in  this  country,  but  I  do 
not  see  how  the  claims  of  the  jurisdiction  in  which  business  is 
carried  on  can  be  harmonized  with  the  claims  of  the  jurisdiction 
in  which  individuals  reside,  unless  resort  be  had  to  this  second 
mentioned  category  of  income  taxation,  particularly,  if  we  are  to 
exempt  from  taxation  all  kinds  and  classes  of  personal  property. 
Our  exemption  is  logical  with  respect  to  consumption  goods  owned 
by  an  individual,  for  we  are  substituting  the  personal  income  tax 
for  the  tax  upon  his  personal  possessions  held  mainly  at  his  domi- 
cile. It  is  not  logical,  however,  to  exempt  property  employed  in 
business  where  the  business  is  carried  on,  without  finding  a  sub- 
stitute for  that  tax.  Such  a  substitute  is  the  business  income  tax. 
Furthermore,  business  taxes  are  actually  in  existence  at  the  present 
time  under  the  various  forms  of  corporation  taxes  and  personal 
license  taxes  now  imposed.  These  corporation  taxes,  in  particular, 
have  been  framed  upon  no  logical  basis,  bear  no  relation  to  one 
another  within  the  same  state,  and  certainly  no  relation  to  one 
another  as  among  the  states.  They  are  imposed  sometimes  upon 
all  the  capital  of  the  corporation  wherever  employed,  as  a  condi- 
tion for  admission  to  do  business  in  a  state.  Sometimes  the  tax 
is  imposed  upon  the  capital  proportioned  to  the  business  done  or 
property  owned,  or  both,  in  a  state.  Some  states  impose  no  tax 
upon  domestic  corporations,  but  impose  a  tax  upon  foreign  cor- 
porations seeking  admission  to  the  •  state.  Some  states  impose 
nominal  taxes,  others,  such  as  New  York  and  Wisconsin,  impose 
very  substantial  ones.  In  some,  only  an  initial  charge  for  admis- 
sion of  the  corporation  to  the  state  is  collected,  leaving  to  the 
general  property  tax  alone  the  burden  of  charging  the  corpora- 
tion with  its  proper  proportion  of  the  expenses  of  government. 
Nothing  is  more  greatly  needed  at  the  present  time  than  a  reduc- 
tion in  number  and  the  finding  of  a  reasonable  basis  for  all  of 
these  numerous  and  annoying  exactions  of  corporation  franchise 
taxes.  At  the  same  time  a  real  business  tax  is  needed  for  non- 
corporate business  activities.  Nowhere  can  we  find  a  more  satis- 
factory common  ground  for  a  substitute  for  all  of  these  old  taxes, 
and  nowhere  can  we  find  a  more  adequate  tax  to  be  applied  alike 
to  all  business  than  in  a  business  income  tax.  The  tax  should  be 
only  upon  the  income  derived  from  business  activities  in  the  state 
imposing  the  tax. 

To  summarize:  If  we  are  to  adopt  income  taxes  with  respect  to 
natural  persons  they  should  be  regarded  as  taxes  upon  the  person 
and  not  upon  the  sources  of  income.     The  tax  should  be  all-inclu- 
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sive,  including  in  gross  income  all  of  the  income  of  the  taxpayer, 
from  whatever  sources  derived,  and  allowing  only  deductions  of 
expenditures  related  to  the  gaining  of  the  income  and  such  other 
deductions  and  exemptions,  as  few  as  possible  in  number,  and  as 
moderate  as  possible  in  amount,  as  legislative  wisdom  would  seem 
to  require. 

We  are  further  to  assume  that  so  far  as  practicable,  and  prefer- 
ably without  any  qualifications  whatever,  personal  property  should 
be  exempted  from  taxation,  whatever  its  kind  and  wherever  it 
may  be  located;  partly  upon  the  ground  that  the  personal  property 
tax  is  an  outgrown  and  unsuitable  survival  of  an  earlier  attempt 
at  personal  taxation,  partly  on  the  ground  that  the  revenue  from 
the  income  tax  will  more  than  make  up  for  the  lost  revenue  re- 
sulting from  the  abolition  of  the  personal  property  tax,  and  finally 
on  the  ground  that  the  administration  of  the  tax  system  as  a 
whole  will  be  greatly  benefited  by  abandoning  all  efforts  to  find 
and  assess  tangible  and  intangible  personal  property. 

The  Bugaboo  of  Double  Taxation 

So  far  as  income  taxes  are  concerned,  in  the  above  plan  there 
is  no  real  double  taxation  as  between  the  personal  income  tax 
and  the  business  income  tax.  One  is  levied  at  the  residence  of 
the  taxpayer,  on  him  as  a  person  and  as  his  contribution  at  that 
residence  to  the  general  cost  of  government.  The  other  is  levied 
on  a  business — corporate,  partnership,  or  personal — wherever  that 
business  may  be  carried  on,  and  is  designed  to  force  a  contribu- 
tion from  the  business  toward  the  cost  of  government  where  that 
business  is  located.  Each  is  necessary  in  a  completely  rounded 
system.  They  do  not  conflict,  and  one  is  neither  a  supplement  to, 
nor  a  substitute  for,  the  other.  Each  is  a  complete  system  of 
taxation  designed  to  accomplish  a  certain  result — a  result  which 
cannot  be  accomplished  except  by  one  whole  plan  of  taxation. 

It  seems  to  me  that  there  is  equally  little  logical  relationship 
between  income  taxation  and  property  taxation.  In  other  words, 
the  fact  that  property  is  taxed  furnishes  little  or  no  reason  that 
the  income  from  that  property  should  not  be  taxed.  Indirectly, 
every  additional  tax  which  is  levied  subtracts  so  much  from 
either  the  present  pressure  of  other  taxes,  or  the  pressure  which 
they  would  bring  to  bear  upon  the  taxpayer  as  the  cost  of  govern- 
ment increases,  were  it  not  for  the  revenue  coming  from  the  new 
tax.  My  reason  for  believing  that  personal  property  should  be 
exempt  is  not  so  much  that  the  continued  taxation  of  personal 
property,  after  an  income  tax  is  adopted,  involves  double  taxa- 
tion, or  is  essentially  unfair,  but  that  exemption  is  highly  expe- 
dient for  administrative  reasons.  I  believe  intangible  personal 
property  should  be  exempted,  not  only  because  the  income  tax  is 
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substituted  for  the  tax  upon  intangible  property,  but  because  under 
high  rates  or  low,  the  tax  upon  intangible  property  is  not  as  suc- 
cessful as  is  the  income  tax.  It  is  idle  to  talk  of  enforcing  the 
tax  on  intangible  property  by  better  administration.  We  cannot 
have  in  most  states,  constitutionally,  a  centralized  system  of  en- 
forcing the  general  property  tax.  We  can  have,  in  most  states,  a 
centralized  system  of  administering  the  income  tax.  If  the  fail- 
ures of  one  hundred  years  prove  anything,  it  is  that  neither  the 
tax  on  intangibles  nor  that  on  incomes  can  possibly  succeed  with- 
out central  administration.  The  intangible  personal  property  tax 
under  the  low  rate  is  not  administered  anywhere,  even  under  the 
most  favorable  conditions,  in  a  manner  to  be  compared  with  the 
best  administration  of  personal  income  taxes.  Finally,  we  ought 
to  be  seeking  to  simplify  our  tax  system  and  not  to  complicate  it 
by  additional  taxes.  A  continuation  of  the  futile  attempt  to  en- 
force the  tax  on  intangible  property  alongside  of  the  personal  and 
business  income  taxes  is  merely  using  two  tax  systems  where  one 
will  do  the  work. 

Tangible  personal  property  is  divided  into  that  used  for  con- 
sumption and  that  used  in  business.  I  see  no  reason  for  continu- 
ing the  tax  on  consumption  goods,  that  is,  household  furniture 
and  articles  of  personal  use,  including  automobiles,  when  the  per- 
sonal income  tax  measures  at  least  the  capacity  for  expenditure 
along  these  lines,  even  if  it  does  not  measure  the  expenditure 
itself.  Tangible  property  used  in  business  differs  greatly  in 
amount  with  reference  to  the  net  income  produced,  as  between 
different  kinds  of  business,  and  in  the  same  kind  of  business  at 
different  seasons  of  the  year.  At  its  best  it  operates  unequally 
and  in  practical  administration  it  is  grossly  evaded.  The  business 
income  tax  can  be  made  to  yield  as  much  money  as  is  now  pro- 
duced through  the  tax  on  personal  property  used  in  business, 
without  resulting  in  the  gross  inequalities  and  the  abominable 
evasions  that  now  everywhere  characterize  the  assessment  and 
taxation  of  personal  property  put  to  business  use. 

Real  estate  is  another  story.  Generally  speaking,  the  assessment 
of  real  estate,  bad  as  it  is  in  spots,  is  by  far  the  brightest  achieve- 
ment in  the  administration  of  our  property  tax.  Real  estate  today 
carries  the  big  load  of  state  and  local  taxes.  At  first  blush,  and 
superficially,  it  may  seem  logical  to  argue  that  if  a  general  income 
tax  is  adopted  the  entire  property  tax,  real  and  personal,  should  be 
repealed;  or  if  real  estate  continues  to  be  taxed,  that  the  income 
from  real  estate  should  be  exempted  both  in  the  personal  and  the 
business  income  tax.  It  is  unthinkable  that  the  first  of  the  above 
alternatives  will  be,  or  should  be  adopted.  In  fact,  the  abolition 
of  existing  real  estate  taxes,  even  though  the  revenue  were  col- 
lected in  the  form  of  an  income  tax,  would  result  in   conferring 
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upon  present  owners  of  real  estate  an  increased  value  substantially 
equivalent  to  the  capitalized  value  at  current  money  rates  of  the 
tax  so  abolished.  The  second  alternative  on  its  face  is  more  in- 
viting. Should  real  estate  as  such  be  taxed,  and  then  should  the 
owner  of  real  estate  be  taxed  upon  his  income,  including  the  in- 
come of  real  estate  upon  which  a  property  tax  has  already  been 
paid?  To  answer  this  question  it  is  necessary  to  repeat  again  the 
purpose  of  the  income  tax,  namely,  to  impose  a  personal  contribu- 
tion from  an  individual  in  accordance  with  his  ability,  as  measured 
by  the  actual  net  income  which  he  receives.  The  number  of  taxes 
which  have  previously  been  subtracted  in  the  process  of  deter- 
mining his  net  income  have  nothing  to  do  with  the  equity  of  im- 
posing a  given  tax  upon  the  remainder  as  it  finally  appears  to  be. 
As  between  the  recipient  of  an  income,  net,  of  $100,000  from  in- 
vestments in  real  estate,  and  the  recipient  of  an  income,  net,  of 
$100,000  from  bonds,  there  is  no  difference  in  income-tax-paying 
capacity,  and  no  reason  for  any  discrimination  whatsoever. 

Moreover,  the  acceptance  of  such  a  principle  immediately  raises 
impossible  complications.  Xo  difficulty  arises  so  long  as  the  owner 
and  the  property  are  found  side  by  side  in  the  same  taxing  juris- 
diction. The  exemption  of  the  income  from  real  estate,  for  in- 
stance in  Xew  York,  would  not  create  any  problems  if  all  Xew 
York  real  estate  were  owned  by  Xew  Yorkers,  and  Xew  Yorkers 
owned  no  outside  real  estate.  But  suppose  a  Xew  Yorker  owns 
real  estate  in  Pennsj-lvania,  and  a  resident  of  Pennsylvania  owns 
real  estate  in  Xew  York.  Under  such  circumstances,  Xew  York 
will  quite  likely  consent  to  exempt  its  resident  upon  his  real  estate 
income,  which  it  should  not  do,  since  his  contribution  to  Xew 
York  should  be  measured  by  his  ability  to  pay;  and  it  will  quite 
as  likely  insist  upon  taxing  the  income  of  its  non-resident  real 
estate  owner  upon  the  ground  that  he  derives  income  from  a 
source  within  Xew  York.  'Most  likely  of  all,  and  this  is  the  present 
law,  Xew  York  will  tax  all  of  the  income  of  its  residents  derived 
from  any  source,  and  at  the  same  time  tax  the  income  of  its  non- 
resident owners  of  property,  so  far  as  such  income  is  derived  from 
property  or  business  located  within  the  state,  thereby  giving  rise 
to  improper  and  undesirable  double  taxation  in  the  event  that 
other  states  pursue  the  same  course. 

Systems  of  property  and  income  taxation  are  not  of  the  same 
character,  and  should  not  be  considered  together  in  the  determina- 
tion of  taxation  policies.  To  attempt  to  do  so  is  to  invite  the 
destruction  of  the  principles  which  are  undertaken  to  be  applied, 
particularly  with  reference  to  income  taxation. 

Moreover,  the  results  which  actually  follow  from  the  applica- 
tion of  correct  principles  do  not  operate  to  produce  inequality  in 
the  vast  majority  of  cases. 
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Here  we  are  helped  by  our  universally  applied  system  of  local 
self-government.  Practically  ninety  per  cent  of  our  property  tax 
is  locally  levied  and  locally  spent.  The  abolition  of  the  tax  on  in- 
tangible and  tangible  personal  property  merely  means  a  slight  re- 
adjustment of  rate,  a  lessening  of  the  tax  to  the  individual  ow^ner 
of  a  farm,  so  far  as  his  personal  property  is  concerned,  and  an 
increasing  of  the  tax  on  the  real  estate.  The  actual  adjustment 
that  would  result  in  the  individual  tax  bill  would  be  negligible. 

The  question  then  becomes  one  of  community  equalization  within 
the  county,  and  inter-county  equalization  within  the  state.  As  to 
this,  if  the  state  and  county,  or  both,  and  the  local  subdivision  as 
well,  receive  more  revenue  from  the  combined  personal  and  busi- 
ness income  taxes  than  the  state,  county  and  locality  are  now 
collecting  by  equalization  upon  personal  property  taxes,  the  owner 
of  real  estate  certainly  has  no  complaint.  In  income  taxation, 
logic  requires  merely  that  every  person  shall  pay  a  personal  tax 
measured  by  his  ability — that  every  business  unit  shall  pay  a  tax 
in  accordance  with  its  abilit)'.  The  property  tax  fits  into  neither 
of  these  systems.  It  cuts  a  cross  section  through  them  both.  It  is 
the  tax  upon  which  we  now  rely  for  the  greater  portion  of  our 
revenues,  the  tax  to  which  all  present  property  values  are  adjusted, 
and  expediency  dictates  that  we  should  abolish  so  much  of  the 
property  tax  as  is  notoriously  and  apparently  incurably  inefficient, 
and  keep  the  balance,  bearing  in  mind,  as  I  have  pointed  out 
above,  that  no  one  is  really  hurt  by  so  doing.  The  farmer  is  not 
hurt,  because  his  local  governmental  revenues  will  continue  to  be 
raised  almost  entirely  through  the  real  estate  tax,  and  what  he 
loses  in  an  increased  real  estate  tax  by  the  exemption  of  personal 
property  Avill  be  made  up  to  a  large  extent  by  that  very  exemp- 
tion, as  applied  to  himself. 

As  to  the  city  owner  of  real  estate,  we  have  the  further  answer 
that  the  tax  on  real  estate  has  been  capitalized  out  of  its  value, 
that  the  owner  has  bought  it  and  holds  it  on  a  taxed  basis,  and 
that  any  exemption,  either  through  the  real  estate  tax  or  through 
the  personal  income  tax,  instead  of  being  a  concession  of  fairness 
to  him  would  be  a  discrimination  in  his  favor  and  against  the 
holder  of  other  classes  of  property  now  taxed  in  theory  but  not  in 
fact,  and  the  value  of  which  is  in  practice  now  adjusted  to  a  tax- 
free  basis. 

Earned  and  Unearned  Income 

Does  this  plan  in  its  entirety  impose  upon  earned  income  a  tax 
out  of  proportion  with  unearned  income?  I  believe  that  it  un- 
questionably does.  Under  the  business  income  tax  there  would  be 
included  the  income  from  salaries,  professions,  and  all  other  gain- 
ful occupations  carried  on  by  the  taxpayer.     Under  the  personal 
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income  tax  there  should  be  included  all  income  from  whatever 
source  derived.  In  other  words,  the  income  which  would  be 
omitted  from  the  double  tax  would  be  that  of  a  class  of  taxpayers 
which  in  fairness  should  bear  the  heavier  burden.  The  committee 
on  the  model  system  meets  this  objection  with  the  argument  that 
property,  as  such,  bears  the  main  burdens  of  taxation  at  the  present 
time,  and  that  this  fact  to  a  large  extent  counter-balances  the  un- 
fairness imder  the  combined  personal  and  business  income  tax, 
resulting  from  the  imposition  of  two  taxes  upon  earned  income, 
and  further  points  out  that  to  a  considerable  extent  the  business 
income  tax  represents  a  tax  upon  the  income  of  property  rather 
than  a  tax  upon  personal  exertions.  I  do  not  believe  that  either 
of  these  arguments  is  sound.  The  tax  upon  real  property  is  capi- 
talized out  of  value,  and  consequently  represents  little  or  no  eco- 
nomic burden  to  the  owner.  Furthermore,  while  capital  is  a 
necessary  element  of  business  success,  I  doubt  whether  it  can  be 
rated  as  an  exceedingly  important  element  or  in  any  way  com- 
mensurate with  that  of  personal  capacity.  Most  important  of  all, 
earned  income,  because  it  must  supply  the  fund  for  savings,  has 
in  the  hands  of  the  money-maker  less  actual  tax-paying  ability  than 
has  unearned  income.  The  possessor  of  an  adequate  income  from 
investments  need  not  save.  The  possessor  of  an  earned  income 
of  an  equal  amount  must  save,  for  the  day  when  he  will  no  longer 
be  able  to  earn.  I  believe  that  no  personal  income  tax  can  in  the 
long  run  be  equitable  that  does  not  provide  a  different  schedule  of 
surtaxes  for  earned  and  unearned  income,  imposing  upon  the 
latter  a  special  and  distinct  surtax  at  far  heavier  rates  than  those 
imposed  upon  the  former.  Difficult  as  it  is  to  define  earned  and 
unearned  income.  I  believe  the  effort  should  be  made,  and  that 
our  tax  system  will  not  be  adequately  balanced  until  the  maker  of 
money  is  more  leniently  dealt  with  than  is  he  who  lives  upon  the 
income  of  an  accumulated  fortune. 

Answering  our  opening  questions  : 

1-2 :  The  function  of  an  income  tax  is  to  provide  a  personal  tax 
and  to  furnish  a  better  and  more  equitable  business  tax. 
as  a  substitute  for,  and  not  in  addition  to,  the  personal  and 
business  taxes  we  now  have. 

3 :  The  personal  and  business  income  taxes  should  supplant  the 
entire  personal  property  tax. 

The  business  income  tax  should  supplant  all  corporation 
franchise  taxes,  corporate  excess  taxes,  excises  and  licenses 
on  specific  businesses  or  occupations  imposed  for  revenue 
purposes,  and  should  be  extended  at  a  uniform  flat  rate  to 
all  business  and  employment,  above  a  nominal  exemption. 

4:  The  propertv  tax  should  be  continued  onlv  a^  a  tax  upon 
11 
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real  estate,  and  as  such  should  extend  to  all  real  estate, 
subject  to  the  usual  exemptions. 

Chairman  Adams  :  This  very  important  paper,  gentlemen,  is 
now  open  for  discussion.. 

Mr.  Harriman  (Washington,  D.  C.)  :  I  have  listened  with 
great  pleasure  to  the  clear  and  well-written  paper  we  have  just 
heard.  It  seems  to  describe  a  comprehensive  and  complete  system 
of  taxation.  But  I  also  listened  last  night  with  great  interest  to 
his  excellency,  the  Governor  of  West  Virginia,  who  told  us  some- 
thing about  the  system  of  taxation  in  that  state,  and  I  do  not  quite 
understand  why  the  speaker  seemed  to  assume  that  the  West  Vir- 
ginia plan,  which  the  Governor  told  us  was  so  successful,  should 
be  entirely  ignored.  As  I  understand  it,  he  advocates  a  business 
income  tax;  a  flat  rate  on  net  income.  The  West  Virginian  plan 
is  a  flat  rate  on  gross  sales,  as  I  understand  it.  Now  you  take 
two  concerns,  with  sales  of  one  million  dollars  a  year;  on  the 
West  Virginian  system  of  one-fifth  of  one  per  cent,  each  of 
those  concerns  will  pay  two  thousand  dollars  a  year  in  taxes.  If 
one  of  them  is  well  managed  and  makes  ten  per  cent  profit,  or  a 
hundred  thousand  dollars,  and  the  other  is  not  well  managed  and 
makes  only  ten  thousand  dollars,  then  if  you  have  a  flat  rate  on 
the  business  income  of,  we  will  say,  twelve  per  cent,  the  well 
managed  concern  will  pay  four  thousand  dollars  and  the  badly 
managed  concern  will  pay  only  four  hundred  dollars. 

I  should  like  very  much  to  know  why  the  flat  rate  on  the  net 
income  of  the  business  is  better  than  the  flat  rate  on  the  gross  sales. 

Mr.  Zoller  :  I  was  not  going  to  answer  that  question.  There 
are  great  possibilities  in  this  discussion  because  we  could  get  into 
a  discussion  here  of  a  sales  tax  as  distinguished  from  an  income 
tax,  but  I  prefer  to  take  the  narrower  road  and  discuss  the  paper 
presented  by  the  speaker. 

I  remember  a  few  years  ago  Professor  Bullock  wrote  a  paper 
which  is  a  classic  and  it  is  a  part  of  the  publications  of  this  asso- 
ciation. I  remember  that  Professor  Bullock  at  that  time  called 
attention  to  the  fact  that  it  was  practically  impossible  to  collect  a 
high  rate  of  taxes  on  personal  property.  He  said  it  had  been  tried 
by  various  jurisdictions  and  had  not  succeeded.  He  did  not  advo- 
cate an  income  tax  altogether,  but  he  advocated,  I  believe,  either  a 
net  income  tax  or  a  classified  personal  property  tax,  to  take  the 
place  of  the  old  ad  valorem  personal  property  tax. 

Now  it  has  been  a  fact,  I  believe,  that  when  the  rate  on  per- 
sonal property  gets  high  enough,  you  can  no  longer  collect  the 
tax.  There  is  a  vast  difference  between  the  taxation  of  personal 
property  and  real  estate ;  one  distinction,  among  others,   is  this : 
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real  estate  is  not  subject  to  interstate  competition;  personal  prop- 
erty may  be.  I  may  have  a  stock  of  goods  in  a  certain  state  that 
may  be  subject  to  competition  with  the  same  kind  of  goods  pro- 
duced in  another  state.  I  do  not  have  that  competition  in  respect 
to  my  real  estate.     There  is  at  least  that  distinction. 

Personal  property,  of  course,  can  be  moved  from  one  place  to 
another;  intangible  personal  property  very  easily,  and  tangible 
property  may  be  removed.  In  a  number  of  states  v^^here  property 
is  assessed  on  a  certain  day,  it  has  been  the  rule  in  a  number  of 
instances  to  remove  all  the  personal  property  from  that  location 
on  the  day  of  assessment,  where  the  personal  property  consisted  of 
intangibles,  which  were  easily  moved,  or  of  tangible  personal 
property  which  could  be  moved. 

So,  as  the  speaker  has  said,  we  are  confronted  with  a  condition 
and  not  a  theory,  and  it  is  necessary  to  do  something  practicable, 
in  order  to  get  some  tax  in  respect  to  property  other  than  real 
property. 

Years  ago,  when  taxes  were  very  low,  I  think  real  estate  bore 
the  entire  burden,  but  the  amount  of  tax  was  so  small  that  nobody 
found  very  much  fault  with  it.  Since  that  time  personal  property 
has  increased  very  materially  in  value  and  the  burden  has  been 
higher  and  higher  and  greater  on  real  estate.  So  each  jurisdic- 
tion has  been  confronted  with  a  practical  problem  of  trying  to 
reduce  the  burden  on  real  estate.  We  had  that  problem  in  the 
State  of  New  York.  I  do  not  know  that  there  was  any  state  in 
the  Union  that  assessed  less  tax  on  personal  property  than  the 
State  of  New  York,  up  to  the  time  that  the  income  tax  was  en- 
acted in  that  state.  We  reasoned  that  if  we  could  get  some  tax 
on  income  we  could  relieve  the  tax  upon  real  estate,  and  so  we 
imposed  the  income  tax  in  the  State  of  New  York  and  we  did 
relieve  the  burden  materially  upon  real  estate.  Of  course,  the 
real  estate  owner  came  along  and  said,  "  I  am  paying  a  tax  on 
the  real  estate  and  also  on  the  income ;"  but  nevertheless  he  was 
vastly  better  off  than  he  ever  was  before,  because  of  the  great 
amount  of  revenue  that  was  raised  from  income,  which  would 
have  been  raised  from  real  estate  if  it  had  not  been  for  the  in- 
come tax. 

So  you  have  got  to  take  into  consideration  what  it  is  possible 
to  do  in  any  particular  locality.  I  think  Professor  Bullock  called 
attention  to  the  fact  that  in  some  localities  it  would  be  easier  to 
classify  personal  property  and  tax  it  at  a  lower  rate,  instead  of 
imposing  an  income  tax,  and  in  those  cases  he  advocated  the 
classified  personal  property  tax,  but  the  whole  problem  was  to  trj' 
to  get  some  revenue  from  some  source  other  than  real  estate. 

Now  the  personal  income  tax  results  in  that  sort  of  thing,  and 
it  has  worked  successfullv  in  a  number  of  states. 
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The}-  speak  about  the  farmer.  The  farmer  is  infinitely  better  off 
in  those  states  where  they  have  a  net  income  tax  than  he  is  in 
those  states  where  they  have  not,  for  the  reason  that  his  real  estate 
has  been  relieved  more  in  those  states  than  it  has  in  the  states 
where  there  is  no  income  tax. 

I  believe  that  if  the  proposition  were  put  up  to  the  farmer  fairly 
and  squarely,  he  would  welcome  a  net  income  tax.  His  trouble 
has  been  that  he  has  not  had  the  net  income,  in  a  great  many 
instances.  If  he  had  the  net  income,  I  believe  he  would  be  will- 
ing to  pay  a  tax  on  it — in  fact  I  think  he  would  be  glad  to  pay  a 
tax  upon  it.  But  in  the  State  of  Xew  York,  where  we  levy  an 
income  tax  upon  individuals,  we  send  a  portion  of  it  back  to  the 
localities,  and  all  farm  property  gets  some  benefit  from  that  in- 
come tax. 

In  respect  to  the  capitalization  of  the  tax  on  land,  I  am  not  as 
clear  about  that,  perhaps,  as  the  speaker  is.  It  is  my  understand- 
ing that  a  tax  on  land  itself,  regardless  of  the  structures  upon  it. 
may  be  capitalized  by  being  imposed  upon  the  original  owner,  but 
I  assume  that  that  is  only  true  where  the  rate  remains  constant. 
If  the  rate  is  two  per  cent,  you  might  capitalize  that,  so  that  the 
next  purchaser  would  buy  that  land  enough  cheaper  so  as  to  capi- 
talize the  two  per  cent;  but  if  the  rate  should  then  go  from  two  to 
four,  I  think  the  second  owner  might  really  have  some,  tax  to  pay. 
and  I  think  that  that  is  not  true  in  respect  to  the  structures  upon 
land.  But  be  that  as  it  may,  as  a  practical  proposition,  confronted 
with  the  things  which  we  have  to  contend  with,  I  believe  that  the 
real  estate  owners  in  those  localities  where  we  have  a  net  income 
tax  are  infinitely  better  off  than  they  are  in  those  localities  where 
we  do  not  have  such  form  of  taxation. 

The  only  thing  I  am  worried  about  in  respect  to  the  net  income 
tax  is  the  administration  of  it,  and  nine-tenths  of  the  success  of 
any  tax.  I  think,  depends  upon  administration.  I  have  been 
alarmed  and  worried  about  the  administration  of  the  federal  in- 
come tax.  I  do  not  think  this  has  been  taken  as  seriously  by  this 
Government  as  it  should  have  been.  I  think  we  ought  to  have 
more  good  men — we  have  some  very  good  ones — back  of  that  tax. 
But  speaking  of  state  income  taxation,  I  believe  the  states  that 
have  imposed  a  net  income  tax  and  have  undertaken  its  adminis- 
tration in  proportion  to  the  importance  of  it  in  the  state  as  com- 
pared with  the  importance  of  it  in  the  federal  government,  have 
really  administered  the  law  better  than  the  federal  government. 
If  we  can  get  proper  administration  of  the  income  tax,  I  have  no 
doubt  that  for  a  great  many  years  to  come,  the  real  estate  in  those 
states  that  have  a  net  income  tax  is  going  to  be  infinitely  better  off 
than  the  real  estate  in  those  states  where  we  do  not  have  that  form 
of  taxation,  and  I  think  it  would  be  a  backward  step  to  undertake 
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to  go  back  to  personal  property  taxation  in  those  states  where  they 
do  not  tax  it  now — whether  it  is  tangible  personal  property  or  in- 
tangible personal  property-.  I  do  not  agree  with  those  people  who 
say  that  you  can  collect  a  tax  upon  tangible  personal  property,  if 
you  give  it  the  same  attention  that  you  do  the  collection  of  an  in- 
come tax.  Just  as  soon  as  your  rate  soars  above  a  certain  amount, 
the  tangible  property  is  going  to  be  conspicuous  by  its  absence  on 
taxation  day,  and  you  are  going  to  get  back  into  the  same  evasions 
that  we  have  had  in  the  State  of  Xew  York.     (Applause) 

Mr.  James  L.  Sayler  :  Mr.  Chairman,  I  think  it  is  true,  as  Mr. 
Zoller  has  said,  that  there  are  some  states  in  the  Union,  or  some 
localities,  where  possibly  a  net  income  system  of  taxation  would 
not  work  well  or  probably  would  not  be  wise,  but  in  the  main,  in 
most  localities,  I  believe  that  the  system  of  taxing  income  will 
come  nearer  a  true  measure  of  taxation  than  any  other  method. 
It  is  true,  I  think,  in  some  cases,  that  the  income  tax  should  be 
supplemented  by  other  taxes,  but  I  am  speaking  now  of  the  main 
method  of  raising  the  revenue. 

There  was  one  point  made  in  the  paper  tonight  that  I  disagree 
with,  and  that  is  the  distinction  between  earned  and  unearned 
income.  I  feel  this  way  about  it :  during  the  productive  years  of  a 
man's  life,  when  he  is  able  to  earn,  the  same  rate  should  be  applied 
to  his  profit  as,  for  instance,  to  a  widow  or  children,  or  those  who 
are  disabled,  or  those  who  have  gotten  aged,  on  the  income  they 
get  that  has  not  been  earned;  and  from  the  practical  standpoint 
of  administration,  I  don't  believe  it  would  work  well  in  this  coun- 
try to  make  a  separation  of  that  kind. 

Secondly,  so  far  as  the  administration  of  the  income  tax  in  this 
country  is  concerned.  I  do  not  believe  that  it  should  be  averaged 
over  a  three-year  period,  or  any  series  of  years,  as  they  do  in  some 
countries.  If  a  man  pays  taxes  on  the  profits  that  he  makes  from 
year  to  year,  I  think  you  will  find  that  the  average  would  work 
out  about  the  same,  and  if  a  low  rate  is  applied,  it  will  lead  to  a 
successful  administration. 

There  is  one  phase  of  the  subject  of  corporate  taxation  that 
my  views,  I  find,  differ  from  those  of  a  great  many.  I  believe 
that  the  solution  lies,  not  in  the  taxation  of  the  corporation  itself, 
but  in  the  taxation  of  the  income  to  the  individual  stockholders. 
I  wouldn't  for  one  moment  do  anything  that  would  lead  a  corpora- 
tion to  unnecessarily  distribute  its  surplus  that  ought  not  to  be 
distributed,  but  I  feel  that  the  corporation  itself  should  not  pay  on 
its  profit  but  that  the  income  that  it  earns  should  be  taxed  in  the 
hands  of  the  individual  stockholders,  in  the  same  way  that  the 
earnings  of  the  partnership  are  taxed  to  the  individual  partners. 

Whether  the  solution  comes  finally  in  a  tax  on  the  surplus  that 
is  not  distributed,  at  a  low  rate,  and  then  working  out  the  problem 
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of  the  tax  on  the  stockholder,  would  be  the  problem  that  would 
come  to  the  foreground.  But  I  certainly  think  it  would  be  a  back- 
ward step  for  those  states  that  have  adopted  the  income  system  of 
taxation  to  resort  to  a  personal  property  tax  or  a  sales  tax,  or 
methods  of  that  kind,  for  raising  the  main  body  of  their  revenue. 

Mr.  a.  Hamburg  :  On  the  question  of  unearned  and  earned  in- 
come, I  think  that  we  should  be  interested  in  getting  the  views  of 
lawyers  as  to  the  constitutionality  of  the  discrimination  in  favor 
of  earned  income,  as  against  unearned  income. 

Chairman  Adams:  Is  there  further  discussion? 

Mr.  Zangerle  :  I  haven't  given  the  matter  of  an  income  tax  as 
against  business,  any  consideration ;  neither  am  I  posted  as  to  the 
advantages  or  disadvantages  of  administrating  an  income  tax,  as 
compared  with  a  personal  property  tax.  It  does  seem  to  me,  how- 
ever, that  the  personal  property  tax,  so  far  as  the  administration 
thereof  is  concerned,  has  a  number  of  advantages.  For  instance, 
the  matter  of  the  situation  of  a  business  is  best  reflected,  I  suppose, 
in  the  balance  sheet  of  the  corporation.  The  balance  sheet  indi- 
cates at  any  particular  day,  or  at  the  inventory  day,  what  the 
corporation  thinks  of  the  value  of  its  various  kinds  of  property. 
The  directors  are  interested,  in  order  to  be  re-elected,  in  making 
a  favorable  showing,  and  likewise  the  officers. 

Therefore,  we  have,  in  administering  the  personal  property  tax, 
the  advantage  of  the  corporation's  own  opinion  of  its  values. 
The  corporations  are  required  to  submit  a  balance  sheet  to  the 
bankers.  They  advertise  the  condition  of  their  business  through 
their  balance  sheet.  It  becomes,  there :^re,  an  easy  matter  to  find 
out  the  value  of  the  constituent  elements  of  the  corporation.  In- 
deed, I  think  that  the  public  utilities  are  required  to  submit  a 
balance  sheet.  So  that  it  is  becoming  very  simple  for  the  average 
business  man  to  understand  the  condition  of  the  business  of  a 
corporation. 

Having  all  these  elements  supporting  the  administration,  I  am 
just  wondering  whether  we  are  not  losing  an  advocate  or  a  friend 
or  supporting  influence  and  going  to  others  that  are  most  difficult 
to  prove.  The  profitableness,  or  the  net  income  of  a  corporation 
is  a  very  difficult  thing  to  prove,  I  imagine.  It  brings  up  again 
what  we  talked  of  this  morning:  the  matter  of  depreciation,  the 
matter  of  depletion,  the  proper  charges  for  expenses.  What  is  an 
expense  ?  In  other  words,  a  corporation,  the  moment  it  is  called 
upon  to  prove  its  net  income,  is  able  to  baffle  the  ordinary  admin- 
istrator; is  able  to  make  a  very  poor  showing;  but  these  other 
features  that  I  have  described,  it  cannot  very  well  get  away  from. 
It  advertises  to  the  public  for  purposes  of  selling  stock ;  it  adver- 
tises to  its  stockholders  and  to  the  bankers,  and  I  am  afraid  that 
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we  should  lose  a  very  strong  friend  in  the  matter  of  the  admin- 
istration and  that  that  ought  to  be  given  proper  consideration  be- 
fore we  suddenly  jump  into  this  matter  of  taxing  business  on  its 
net  income. 

Captain  White:  Mr.  Chairman,  I  note  in  the  discussions  on 
taxation  much  reference  to  ability  to  pay  and  to  the  value  of  the 
property  owned  by  the  individual,  but  the  rate  which  that  individual 
is  called  upon  to  pay  is  not  discussed.  We  have  departed  from 
the  early  rule  of  an  equitable  rate,  independent  of  the  value  of 
each  individual  holding,  by  imposing  a  greater  rate  on  income  of 
differing  volume. 

The  same  type  of  taxation  has  been  suggested  in  Congress  to 
apply  to  corporations;  that  is,  that  there  should  be  a  graduated 
income  tax  on  corporate  income.  The  effect  of  such  a  law  would 
be  to  break  up  our  large  corporations.  It  would  be  inequitable 
and  unjust. 

I  note  from  this  paper  that  the  question  of  taxation  as  dealt 
witW  therein  is  principally  for  local  and  state  purposes;  it  does 
not  take  into  consideration  the  federal  government's  tax.  and  I 
feel  that  it  is  incumbent  upon  this  organization  to  define  the 
various  forms  of  taxes  that  should  be  imposed;  first,  by  the  local- 
ity; second,  by  the  state,  and  third  by  the  United  States,  so  that 
there  may  be  a  sharp  line  of  definition  between  those  several 
taxes,  each  jurisdiction  retaining  its  own  tax,  without  imposing 
upon  others. 

The  income  tax  was  proposed  by  the  general  government  for 
the  purpose  of  increasing  its  resources  during  time  of  war.  It 
was  not  considered  necessary  in  the  states  to  have  a  personal  in- 
come tax.  Some  of  the  states  have  adopted  it;  some  of  the  states 
have  adopted  an  income  tax  on  corporations,  and  I  find  on  looking 
in  my  tax  book  for  the  year,  that  the  modest  rate  of  one  per  cent 
on  the  income  of  my  corporation  has  been  increased  to  two  and 
one-half  per  cent.  The  general  government  already  takes  twelve 
and  one-half  per  cent;  the  local  government  imposes  a  tax  upon 
the  machinery  of  our  organization,  and  the  result  is  that  we 
have  an  accumulation  of  taxes  that  is  altogether  out  of  proportion 
to  the  taxes  on  the  same  type  of  manufacturing  business  carried 
on  by  an  individual,  and  the  reason  that  it  dift'ers  from  the  indi- 
vidual tax  is  simply  from  the  method  of  carrying  our  accounts,  as 
corporations  generally  do. 

Our  friend  from  Cleveland  tells  us  why  corporate  values  are 
boosted,  but  he  has  not  suggested  that  corporate  values  might  be 
decreased  where  the  corporation  is  a  closely-held  corporation.  He 
has  also  not  told  us  that  the  values  of  a  past  year  may,  by  a  change 
in  business  conditions,  decrease  so  rapidly  that  the  gains  of  the 
former  year  may  be  completely  wiped  out. 
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The  advocates  of  a  sales  tax  bring  out  very  sharply  the  fact 
that  the  tax  is  paid  when  the  ability  to  pay  it  is  present.  They  do 
not  advocate  taxes  that  are  levied,  as  has  been  the  case  by  the 
general  government,  upon  an  individual's  income  of  the  year  be- 
fore, which  income  may  have  been  completely  wiped  out,  leaving 
him  without  any  property  whatever,  to  pay  the  tax,  as  has  taken 
place  in  the  recent  slump  in  business  conditions. 

I  can  see  the  whole  trend  of  the  arguments  put  forward  here 
in  regard  to  taxes.  The  tax  on  real  estate  is  now  so  high  that  it 
is  destroying  the  value  of  the  property.  I  have  seen  evidences  of 
it  in  my  own  possessions,  where  the  value  of  my  property  had  been 
destroyed  by  the  increase  in  local  taxation.  The  people  who  are 
imposing  taxes  are  looking  for  a  new  source  from  which  to  derive 
revenue,  and  the  persons  from  whom  such  revenue  may  be  derived 
are  the  minority  in  the  community  who  have  earning  capacity. 
In  other  words,  you  are  going  to  tax  the  ability  of  the  few  to 
carry  on  the  work  of  the  community,  so  that  the  great  mass  of  the 
community  may  not  feel  any  tax  burden,  and  I  feel  right  straight 
along  that  if  we  continue  this  method  of  thought  and  procedure, 
we  shall  presently  destroy  the  wealth-making  part  of  our  com- 
munity.    (Applause) 

Mr.  M.  D.  Rothschild:  This  afternoon  attention  was  called 
particularly  to  the  reason  for  taxation,  especially  in  matters  of 
business;  that  it  is  for  the  protection  which  business  receives  from 
the  government — local  or  national.  Now,  I  can  understand  a 
change  from  the  taxing  of  personal  tangible  and  intangible  prop- 
erty, because,  as  we  all  know,  that  method  of  taxation  has  broken 
down  in  administration.  If  you  are  going  to  make  the  change 
generally  and  tax  business  and  apply  an  income  tax  to  business, 
and  apply  the  same  kind  of  an  income  tax  to  business  that  you 
apply  to  individuals,  you  are  practically  applying  a  gross  receipts 
tax,  because  that  is  generally  what  the  personal  income  tax  amounts 
to — it  is  the  gross  receipts  of  the  individual,  with  nothing  taken 
off  for  his  living  or  other  expenses. 

Applying  that  sort  of  tax  to  a  business,  the  nearest  approach  to 
a  gross  receipts  tax  of  the  individual  would  be  the  gross  receipts 
of  the  business.  Two  concerns  may  conceivably  each  be  doing 
one  million  dollars  worth  of  business,  as  one  of  the  gentlemen 
pointed  out  tonight,  each  receiving  practically  the  same  amount 
of  protection  and  assistance  from  the  locality;  under  the  proposed 
profits  tax,  it  is  conceivable  that  one  of  the  concerns  would  pay 
$400  to  the  state  and  the  other  $4,000;  yet  they  both  receive  the 
same  police  and  fire  and  other  protection.  Now,  under  a  gross  re- 
ceipts tax  or  a  turnover  tax  (call  it  whatever  you  please),  each  of 
those  two  concerns  would  pay  to  the  government  a  like  sum  for  like 
service.     It  is  as  close  an  approximation  of  the  value  of  the  plant, 
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of  the  tangible  and  intangible  property  owned  by  the  two  concerns, 
as  you  can  arrive  at.  and  at  the  same  time  there  is  little  or  no 
opportunity  for  the  evasion  of  taxes.  In  the  returns  of  personal 
property,  tangible  and  intangible,  there  has  been  a  great  deal  of 
evasion.  In  an  income  tax  on  business,  based  upon  net  returns, 
you  will  have  all  the  problems  in  the  state  that  you  have  in  federal 
taxation  today — large  salaries,  swollen  salaries,  all  kinds  of  padded 
expenses;  also  perhaps  very  large  bills  for  advertising  and  other 
like  allowances,  with  the  result  that  the  clever  or  unscrupulous 
merchant  or  corporation  will  pay  less  to  the  government  than  an- 
other corporation  that  is  not  so  well  advised  pays. 

I  take  it.  therefore,  if  you  are  going  to  have  a  personal  income 
tax  on  business  which  is  tantamount  to  the  personal  tax,  you  may 
just  as  well  have  a  tax  on  the  gross  receipts. 

'Mr.  !McKexzie:  Mr.  Chairman,  it  seems  to  me  that  the  last 
speaker  has  lost  track  of  one  very  vital  consideration  in  compar- 
ing the  gross  sales  tax  wnth  the  income  tax,  and  that  is  that  the 
income  tax  is  borne  by  the  person  who  pays  it,  while,  according 
to  the  gentleman's  own  theory,  the  sales  tax  is  not  ultimately  paid 
by  that  individual  but  is  passed  on  to  the  ultimate  consumer — and 
here  is  the  viciousness  of  that  proposition;  it  resolves  itself  into 
this :  Since  the  bulk  of  the  earnings  of  the  people  in  the  United 
States  is  spent  for  the  necessaries  of  life — for  food,  fuel,  clothing 
and  shelter — his  theory  of  the  right  sort  of  a  tax  means  that  he 
would  shift  the  burden  of  the  tax  on  to  the  necessaries  of  life  and 
to  the  consuming  public,  instead  of  following  the  principle  of 
ability  to  pay.  It  is  one  of  the  questions  that  has  been  argued 
over  and  over  again,  and  it  is  a  w^aste  of  time,  in  my  judgment,  to 
propose  any  such  thing  as  that  to  the  American  people,  either  in 
the  national  government  or  in  the  state  government. 

Dr.  Thomas  W.  Page:  ^Ir.  Chairman,  it  seems  to  me  that  a 
delicate  spot  in  the  body  of  theory  that  the  speaker  has  laid  before 
us.  lies  in  the  proposal  that  intangible  property  shall  not  be  taxed 
at  all,  and  that  the  owner  shall  be  subjected  to  income  tax,  but 
that  real  estate  shall  be  taxed,  and  that  in  addition,  income  from 
real  estate  shall  also  bear  a  personal  income  tax,  if  I  understood 
the  paper  correctly.  He  admits  frankly  that  logic  and  expediency 
part  ffom  each  other  at  that  point. 

It  is  not  a  wise  plan,  I  think,  for  this  conference  or  for  the 
association  to  attempt  to  admit  that  logic  and  expediency  in  mat- 
ters of  taxation  separate.  One  of  the  most  difficult  things  that  tax 
administrators  have  to  face  is  the  justification  of  the  measures 
that  they  have  to  enforce  amongst  the  people  who  have  to  abide 
by  what  they  do,  and  in  the  rural  states,  particularly,  it  has  been 
found  impossible  in  many  cases,  and  in  other  cases  extremely  diffi- 
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cult  even  to  adopt  a  classified  property  tax,  because  it  has  been 
found  impossible  to  point  out  to  them,  logically,  why  their  prop- 
erty should  be  taxed  at  one  rate  and  other  kinds  of  property  should 
be  taxed  at  another  rate.     We  understand  why  that  should  be  done. 

But  what  I  wanted  to  say  is  that  it  seems  to  me  that  we  can 
reconcile  logic  and  expediency  in  this  matter  of  personal  income 
tax  and  the  tax  on  real  estate.  I  maintain  that  the  owner  of  real 
estate  does  pay  a  personal  income  tax  in  connection  with  and 
along  with  the  tax  that  he  pays  on  his  real  estate.  The  value  of 
real  estate  includes  whatever  it  is  worth  as  an  income-yielding 
property.  It  includes  other  elements  of  value,  I  admit,  as  well  as 
that,  but  if  income  can  be  derived  from  real  estate,  the  value  shows 
that  fact,  and  if  you  tax  the  value  of  real  estate,  you  are  taxing 
the  income  from  that  real  estate  and  it  is  included  in  the  ad  valorem 
tax  that  you  assess. 

I  see  no  reason  in  logic,  why  you  should  require  the  owner  of 
real  estate  to  pay  an  income  tax  in  the  guise,  in  part,  of  the  ad 
valorem  tax  on  his  real  estate  and  then  require  him  to  pay  an 
additional  income  tax  in  the  guise  of  a  personal  income  tax.  He 
pays  an  income  tax  as  a  part  of  the  tax  on  the  value  of  his  real 
estate. 

I  should  like  to  know  from  the  speaker  whether  it  is  not  true 
that  the  owner  of  real  estate  does  pay  a  tax  on  his  income  from 
that  real  estate,  in  paying  a  tax  on  the  value  of  the  real  estate, 
and  whether  that  cannot  therefore  be  regarded  as  his  contribution 
to  the  personal  income  tax  which  ought  to  be  all  the  taxation 
which  we  can  impose  upon  him. 

]\Ir.  Sutherland  :  Mr.  Chairman,  it  seems  to  me  that  there  are 
two  phases  to  be  considered  in  connection  with  the  tax  upon  in- 
come from  real  estate,  and  that  you  may  have  a  different  arrange- 
ment to  suit  one  case  than  the  one  proposed  by  the  gentleman  who 
presented  the  paper  tonight. 

Take  the  case  of  the  man  who  has  real  property  from  which  he 
derives  a  simple  income;  that  is,  he  has  a  farm  and  he  rents  it  to 
a  tenant.  He,  however,  is  paying  the  tax  on  the  farm,  we  will  say. 
In  that  case  it  is  hard  to  explain  why  he  should  pay  the  tax  on  the 
farm  and  in  addition  be  taxed  on  the  income.  But  take  the  case 
of  an  operating  farmer  who  is  running  his  own  farm  and  whose 
income,  as  the  author  of  the  paper  tonight  pointed  out,  is  in  a 
different  situation,  due  in  large  part  to  his  personal  effort;  why 
should  he  not  pay  a  tax,  at  least  on  the  income  that  he  derives 
from  his  personal  efforts  in  making  that  farm  a  success,  just  as 
much  as  the  man  he  hires  and  to  whom  he  pays  a  monthly  wage, 
should  pay  a  tax  upon  that  income  ?  I  think  you  have  in  that 
situation  two  dift'erent  relationships  which  call  perhaps  for  two 
different  solutions. 


INXOME  AND  PROPERTY  TAXATION  171 

Mr.  Saxe  :  Mr.  Chairman,  I  was  very  much  impressed  with  the 
paper  that  was  read  tonight,  and  this  thought  comes  to  me.  I  only 
want  to  make  reference  to  it  because  I  think  it  will  be  illustrated 
particularly  in  the  discussion  on  the  program  for  tomorrow.  What 
interests  me  with  respect  to  the  subject  of  "  Coordination  of  In- 
come and  Property  Taxes "  is  the  simple  fact  that  you  cannot 
have  the  two  systems  standing  side  by  side  and  have  anything  in 
the  shape  of  equality,  because  in  no  way  is  a  tax  on  income  com- 
parable with  an  ad  valorem  tax.  So  the  author  of  the  paper  to- 
night is  absolutely  sound  in  limiting  the  ad  valorem  tax  to  such 
tangible  property  as  real  estate  and  using  income  as  the  measure 
for  other  taxes. 

In  Xew  York  we  have  a  very  picturesque  situation  because  they 
desired  to  hold  to  the  ad  valorem  tax  on  a  certain  class  of  property 
and  in  order  to  do  away  with  the  discrimination  that  was  found 
by  the  courts,  they  have  gone  back  to  the  ad  valorem  tax  on  cer- 
tain classes  of  intangible  property;  that  is  to  say,  the  use  of  cer- 
tain classes  of  intangible  property. 

If  we  would  only  develop  taxing  systems  on  scientific  lines,  we 
wouldn't  get  into  these  ridiculous  and  impossible  situations;  but 
we  don't.  We  must  face  the  fact  that  taxing  systems  are,  for  the 
most  part,  patch- work,  developed  out  of  expediency.  If  the  gov- 
ernment happens  to  have  a  sure  and  comfortable  source  of  revenue 
from  some  phase  of  taxation  and  that  is  broken  down  in  some 
spot,  it  hates  to  give  it  up ;  it  seeks  to  find  some  expedient  method 
to  hold  on  to  it.     Our  difficulties  arise  from  situations  of  that  sort. 

If  we  could  proceed  on  the  lines  laid  down  by  the  paper  that 
has  been  read,  w^e  should  come  out  somewhere  satisfactorily;  but 
the  trouble  is — and  it  has  been  so  in  the  past  and  it  will  be  in  the 
future — that  situations  wall  cause  the  legislatures,  and  even  those 
who  make  recommendations  to  the  legislatures,  to  give  way  to 
expediency. 

That  can  only  be  remedied  in  time  to  come  by  proper  constitu- 
tional limitations,  and  I  think  this  association  will  do  well,  in  its 
ver}-  intelligent  attempt  to  improve  the  tax  systems  of  the  country, 
to  bear  in  mind  that  as  we  make  progress  along  intelligent  lines 
we  should  peg  that  progress  by  constitutional  amendment,  so  that 
we  won't  retrograde  into  the  fallacies  of  the  old  systems  which 
we  are  trying  to  discard. 

Chairman  Adams:  Is  there  any  further  discussion? 

Mr.  Tobin  :  Mr.  Chairman,  I  should  like  to  ask  the  speaker 
whether  he  expects  that  the  rates  to  be  fixed  in  these  different 
business  income  taxes  will  oflfset  the  loss  of  tax  on  the  tangible 
personal  property  made  exempt. 
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Mr.  James:  The  question  which  Mr.  Tobin  has  raised  was 
somewhat  hinted  at  also  by  Mr.  Zangerle  and  I  have  some  rather 
interesting  figures,  with  particular  reference  to  New  York  City, 
bearing  upon  that  particular  question.  In  the  year  in  which  New 
York  State  adopted  the  personal  income  tax,  the  total  assessment 
of  personal  property,  outside  of  bank  stock,  in  the  City  of  New 
York  was  $362,000,000;  the  total  assessment  in  the  entire  state 
was  a  little  less  than  $500,000,000.  The  real  estate  in  that  same 
year  was  assessed  at  $14,500,000,000.  That  proportion  of  personal 
property  to  real  estate,  I  think  we  will  all  agree  without  argument, 
is  simply  preposterous.  It  marked  a  complete  breakdown  of  the 
tax  on  personal  property. 

Taking  New  York  City  by  itself,  the  $362,000,000  that  was  as- 
sessed when  the  income  tax  law  went  into  effect  was  cut  down  to 
$210,000,000  by  1921,  both  by  the  exemption  in  the  personal  in- 
come tax  law  and  by  the  exemption  under  Article  9-A  of  the  tax 
law — the  corporation  income  tax.  That  represented,  at  the  cur- 
rent New  York  City  rate,  a  tax  of  some  $4,500,000 — not  more  than 
that.  In  that  same  year  New  York  City,  under  the  distribution  of 
the  personal  income  tax  alone  received  $11,600,000.  in  rough  fig- 
ures, and  about  $5,500,000  from  the  corporate  tax  under  9-A.  Mr. 
Tobin,  that  answers  your  question  somewhat. 

Mr.  Tobin  :  If  the  personal  income  tax  law  was  wrong  in  de- 
manding of  certain  businesses  an  excessive  tax  for  the  protection 
of  a  particular  class  of  property  such  as  tangible  personal  prop- 
erty, are  you  correcting  it  under  this  proposed  plan  ?  Do  you 
intend  to  have  it  so  that  a  particular  business  that  has  a  large 
amount  of  tangible  property  that  will  have  to  be  protected  by 
every  service  of  government,  shall  pay  more  for  that  ? 

It  is  admitted,  of  course,  that  that  property  did  not  pay  taxes 
before,  but  are  you  going  to  correct  it  as  far  as  the  other  citizens 
are  concerned,  in  the  protection  of  that  property,  in  the  money 
that  must  be  raised  in  order  to  take  care  of  it;  are  you  going  to 
take  care  of  that  phase  of  it  when  you  come  to  build  up  your  rates 
in  this  business  tax  that  you  have  outlined  in  your  program  ? 

Mr.  James  :  It  seems  to  me  that  you  necessarily  must  take  care 
of  it,  and  all  that  I  wanted  to  point  out  was  that  New  York  did 
take  care  of  it  obviously  by  raising  four  times  as  much  from  a 
combination  of  the  two  income  taxes  as  had  been  raised  thereto- 
fore on  personal  property.  There  is,  of  course,  this  to  be  said: 
The  New  York  tax  is  still  incomplete  in  failing  to  tax  unincor- 
porated business  and  leaves  unincorporated  business  under  the 
personal  property  tax,  which  accounts  for  our  tag-end  of  personal 
property  still  on  the  rolls  in  New  York  State. 

The  most  significant  suggestion  tonight,  to  me,  was  Dr.  Page's 
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well  put  question  on  the  real  estate  situation.  Frankly,  I  stated 
just  the  way  I  felt  about  it  in  the  paper.  I  feel  that  there  is  to  a 
certain  extent  a  break  in  the  logic  when  you  include  in  the  tax  on 
income  the  income  from  real  estate,  if  you  are  looking  at  it  from 
the  standpoint  of  a  tax  that  has  been  borne  by  the  individual ;  but 
I  do  want  to  point  out  to  Dr.  Page  again  what  I  said  in  the  paper : 
that  as  a  practical  consideration  no  one  of  us  can  dream  of  doing 
away  with  the  one  portion  of  our  property  tax  that  is  both  pro- 
ductive and  reasonably  successful  in  administration,  nor  can  I  see 
how  we  can  logically  leave  out  of  the  income  tax  the  income  from 
any  source,  no  matter  from  what  it  may  be  derived. 

^Moreover,  as  Mr.  Zoller  has  pointed  out,  with  somewhat  greater 
care  than  I  undertook  to  do  in  the  paper ;  at  least  so  far  as  real 
estate  itself  is  concerned;  without  counting  improvements,  and  as- 
suming the  rate  to  be  reasonably  constant,  there  is  capitalized  out 
of  the  value  of  real  estate  the  tax  regularly  and  consistently  paid 
by  all  real  estate  owners;  so  that  the  purchaser  and  the  seller  of 
real  estate  buy  and  sell  on  a  taxed,  and  not  on  a  tax-free  basis; 
so  that  in  that  sense  we  may  say  that  the  tax  on  real  estate  is  paid 
once  and  for  all  as  it  changes  hands.  Of  course,  it  is  obvious  that 
if  the  rate  goes  up.  there  is  a  certain  additional  tax  which  comes 
out  of  the  owner  of  real  estate  at  the  time  of  the  increase  of  the 
tax,  although  he  does  not  realize  that  he  is  then  paying  out  of  his 
capital  value  the  capitalized  value  of  the  increase,  but  that  does 
undoubtedly  happen. 

As  to  the  improvements  upon  real  estate,  I  believe  Dr.  Page 
will  agree  that  normally,  under  ordinary  circumstances,  the  value 
of  the  tax  upon  those  improvements  is  shifted  to  the  occupant  or 
to  the  user,  or  through  business  expenses,  to  the  ultimate  con- 
sumer.    (Applause) 

Judge  Hough  :  Mr.  Chairman,  I  desire  to  introduce  a  resolu- 
tion at  this  time,  if  I  may. 

Judge  Hough  read  the  resolution  and  requested  that  it  be  re- 
ferred to  the  Committee  on  Resolutions. 

Chairman  Adams:  Is  there  further  discussion  of  the  paper 
which  we  have  had  under  consideration  this  evening? 

I  should  like  to  make  just  one  or  two  remarks  in  connection 
with  it.  There  has  been  considerable  discussion  by  Mr.  James  of 
the  income  tax  as  a  business  tax.  That  is  a  ver\'  important  aspect 
of  the  whole  subject  of  income  taxation,  and  I  am  personally 
rather  hopeful  that  by  that  term  "  business  tax "  we  shall  un- 
derstand not  only  a  tax  on  business  in  its  ordinary  acceptation, 
but  a  tax  upon  income  where  it  is  earned  in  general.  I  think  it 
is  rather  important  to  bear  that  distinction  in  mind.     I  think  this 
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thing  that  we  refer  to  as  a  "  business  tax,"  and  which  perhaps  I 
have  been  as  instrumental  as  any  one  else  in  bringing  into  various 
discussions  as  a  business  tax,  is  primarily  a  tax  upon  income 
where  it  arises  and  in  the  jurisdiction  in  which  it  is  earned.  That 
is  one  point  that  I  want  to  make. 

The  other  point  that  I  want  to  make  is  to  raise  some  concrete 
difficulties  which  perhaps  have  not  been  raised  in  this  whole  dis- 
cussion. We  have  had  a  very  attractive  picture — attractive  because 
sketched  out  in  a  few  bold  strokes,  leaving  us  a  simple  system,  one 
infinitely  to  be  desired,  if  we  can  put  it  over;  but  what  are  we 
going  to  do,  for  instance,  with  the  railroad  company  as  contrasted 
with  the  financial  institution?  Think  of  that  as  a  practical  prob- 
lem! Here  you  are;  we  are  going  to  be  permitted  now,  as  the 
specialists  of  this  conference,  to  write  its  laws;  we  are  going  to 
throw  out  this  iniquitous  personal  property  tax,  and  we  are  going 
to  keep  a  real  estate  tax  and  a  personal  income  tax  and  a  so-called 
business  income  tax.  We  wipe  out  all  the  taxation  of  so-called 
personal  property,  but  for  the  most  part,  in  the  case  of  public 
utility  companies  we  get  about  nine-tenths  of  all  that  they  possess, 
in  their  lines.  We  go  to  the  bank,  and  it  owns  merely  a  bank 
building,  or  perhaps  it  doesn't  own  even  that  much  tangible  prop- 
erty; or  we  go  to  a  very  successful  department  store  and  80%  of 
its  property  is  in  personal  property.  Now,  let's  have  the  courage 
of  our  convictions.  We  exempt  all  that  personal  property  and  we 
come  back  and  take  the  railroad  company  and  we  say,  '"  Give  us 
your  income,  too,  and  all  of  it;"  and  we  go  to  the  department 
store  and  we  say,  "We  will  just  tax  your  income,"  and  we  go  to 
the  bank  and  we  say,  "  We  didn't  get  anything  but  your  bank 
building,  but  we  only  want  your  income."  Consider  the  relative 
strength  and  ability  to  tax  banks,  railroad  companies  and  depart- 
ment stores !  We  shall  have  to  have  a  good  deal  of  courage  of 
our  convictions  to  get  ofif  just  at  that  particular  place,  in  my 
opinion,  in  the  present  juncture. 

I  am  partly  responsible,  I  think,  for  the  theory  which  would 
give  us  a  triple  system  of  a  personal  income  tax,  a  business  tax, 
and  a  tax  on  real  estate,  and  I  don't  think  perhaps  the  objection 
which  I  have  stated  is  absolutely  fatal,  but  I  am  frank  to  confess 
that  I  don't  think  I  should  have  the  nerve,  if  some  misguided 
state  gave  me  the  power  to  make  its  tax  system,  to  do  that  thing 
that  I  have  just  described.  I  don't  think  it  comports  with  our 
general  knowledge  of  the  relative  ability  to  pay,  of  safe  financial 
institutions  and  public  utilities. 

Again,  we  have  to  face,  if  we  abolish  the  taxation  of  personal 
property,  very  grave  difficulties  in  the  distribution  of  the  pro- 
ceeds of  taxes  from  income.  The  personal  property  tax  on  cattle 
and  the  simpler  forms  of  personal  property  in  many  ways,  in  the 
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average  state,  getting  away  from  that  abnormal  state,  New  York, 
is  a  rather  more  wholesome  thing  than  the  distribution  of  incomes 
subject  to  taxation.  You  will  get  a  very  considerable  amount  of 
certain  simple  forms  of  personal  property  actually  taxable  in  each 
local  jurisdiction,  whereas  your  income  subject  to  taxation  will 
almost  disappear  in  the  rural  district. 

While  I  am  suggesting  these  practical  difficulties,  I  think  there 
is  great  promise  in  the  simple  picture  which  Mr.  James  drew.  I 
shouldn't  object  at  all  if  we  substituted,  as  Mr.  Rothschild  and 
others  suggest,  a  gross  income  tax  or  a  gross  receipts  tax  for  the 
net  income  tax  on  business.  I  don't  regard  that  for  the  moment 
as  an  essential  problem;  that  is  a  very  interesting  problem  in  itself, 
but  I  don't  think  Mr.  James  was  talking  particularly  to  that  one 
problem. 

The  difficult  problems,  as  I  see  them,  are  those  that  I  just  illus- 
trated in  connection  with  the  public  utility,  the  bank  and  the  de- 
partment store;  the  difficulty  of  distribution,  and  the  grave  doubt 
in  my  mind  about  wiping  out  the  personal  property  tax  in  any  but 
the  most  highly  urban  states. 

I  should  be  glad  to  have  you  reply  to  that,  Mr.  James. 

Mr.  James  :  Mr.  Chairman,  I  don't  know  that  I  want  to  reply 
in  quite  that  way.  I  think  Professor  Adams  has  outlined  very 
briefly  some  of  the  really  great  difficulties.  Taking  up  the  last 
hint  first,  the  question  of  whether  the  business  tax  should  be 
gross  or  net,  I  followed  in  that  respect  the  recommendation  of  the 
model  committee  with  some  misgivings.  Personally,  I  believe  it 
is  very  easy  to  overdo,  as  one  gentleman  said  here  tonight,  the 
idea  of  net  income  taxation.  I  think  it  is  very  easy  to  get  our- 
selves into  thinking  of  the  income  tax  as  a  sort  of  an  easy  way  to 
do  everything — and  that  is  one  of  the  things  that  its  friends  have 
to  fight  against  all  the  time.  We  have  already  overdone  the  thing 
in  the  federal  income  tax.  The  tax  on  corporations,  unless  it  is 
made  a  business  tax  and  extended  to  unincorporated  business,  has 
no  place  in  the  income  tax  system,  logically.  The  personal  tax  on 
income  should  be  the  tax  upon  individuals — and  that  is  the  whole 
system. 

The  tax  on  corporations,  I  think,  in  the  federal  system,  has 
grown  out  of  the  unfortunate  fact  that  the  act  of  1913  started 
with  a  considerable  amount  of  stoppage  at  the  source  and  it  was 
originally  the  idea,  I  think,  that  the  corporation  excise  income  tax 
of  1909  was  continued  in  the  1913  tax,  primarily  as  a  method  of 
stoppage  at  the  source  and  not  primarily  for  the  purpose  of  taxing 
corporations. 

Then  we  ran  into  the  war  period;  needed  money,  and  we  ran 
the  corporation  tax  to  death.  There  are  practical  difficulties  in 
exempting  corporation   income,   because   if  we   do   exempt   it,   we 
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open  wide  a  certain  avenue  of  evasion,  or  of  avoidance,  as  the 
tax  attorneys  would  prefer  to  put  it.  I  have  had  considerable  ex- 
perience with  that  sort  of  thing  in  the  last  couple  of  years;  it  is 
perfectly  simple  under  the  1921  act,  for  instance,  at  the  present 
time,  for  a  man  whose  income  breaks  over  the  $200,000  line  and 
who  is  taxed  at  50%  on  all  over  $200,000,  to  organize  a  corpora- 
tion, to  which  he  transfers  his  income-producing  assets,  and  pay  a 
tax  of  12>^%.  That  is  one  of  the  little  angles  of  the  federal 
situation  that  I  did  not  want  to  bring  into  the  paper,  because  I 
did  not  want  to  complicate  the  picture  that  I  was  trying  to  draw, 
and  frankly,  as  Dr.  Adams  has  said,  I  was  trying  to  draw  a  pic- 
ture with  bold  strokes  rather  than  to  attempt  to  fill  in  the  details. 

As  to  the  railroad  problem.  There  are  two  possible  solutions. 
One  is  to  attempt  to  back  up  on  everything  that  we  have  done  in 
the  most  progressive  states  with  respect  to  taxation  of  public  utili- 
ties and  go  back  to  the  plan  of  taxing  public  utilities  piecemeal,  as 
real  estate  property — as  a  part  of  the  real  estate  scheme — and  super- 
impose the  income  tax;  the  other  is  perfectly  frankly  to  say  that 
when  we  tax  a  business  institution  on  a  basis  which  measures  all 
of  its  ability;  that  is,  under  the  so-called  unit  rule,  or  the  value  of 
its  capital  stock,  or  whatever  it  may  be,  we  are  through  and  we 
will  not  impose  the  income  tax.  The  latter  was  the  plan  adopted 
in  Wisconsin.  Wisconsin  had,  at  the  time  the  income  tax  went 
into  effect,  a  very  effective  system  of  taxing  public  utilities.  It 
had,  of  course,  in  addition,  the  bank  tax,  and  the  income  of  banks 
and  the  income  of  railroads  was  not  taxed  in  the  corporate  income 
tax  in  Wisconsin. 

Logically,  I  think  one  of  those  two  methods  of  solving  that  very 
difficult  problem  must  be  followed.  We  must  either  back  up  on 
our  public  utliity  and  bank  assessment  and  resort  to  the  income 
tax  in  those  cases  as  well  as  all  other  business,  leaving  out  of 
account  all  of  the  intangible  value  that  we  now  attribute,  rightly 
or  wrongly,  to  the  public  utilities  and  to  the  banks  from  their 
bank  stock,  or  we  have  to  bring  their  assessment  plan  in  line  with 
that  of  other  business.     (Applause) 

Secretary  Holcomb  :  Mr.  Chairman,  I  assume  that,  as  usual, 
we  recognize  that  this  particular  part  of  the  program  was  designed 
to  accomplish  a  certain  purpose;  namely,  to  bring  out  a  certain 
difficulty.  Lest  the  meeting  may  go  on  without  my  little  word,  I 
propose  to  bring  to  the  attention  of  the  meeting  my  difficulty  in 
this  idea  of  exempting  personal  property.  I  can't  quite  swallow  it, 
and  my  simple  illustration  is  that  of  one  man  owning  $100,000  worth 
of  bonds;  he  gets  an  income  of  $5,000;  another  man  works  for  a 
living  and  makes  $5,000.  They  both  have  three  children,  we  will 
say.  Each  pays  about  $20  in  tax.  I  don't  think  that  is  fair  and  I 
don't  believe  vou  think  it  is  fair,  and  yet  that  is  what  it  means  to 
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follow  the  '■  model  system  " ;  it  means  that  we  exempt  intangibles, 
which  I  don't  think  is  a  square  deal  to  the  fellow  on  the  salary. 
Mr.  James  would  meet  that  situation,  as  I  understand  it,  by  differ- 
entiating the  income.  I  don't  think  that  meets  it.  Furthermore,  I 
think  it  is  unwise  to  further  complicate  the  income  tax  by  differ- 
entiating income  and  taxing  income  at  one  rate  if  it  is  of  a  certain 
type,  and  at  another  rate  if  it  happens  to  be  of  another  kind.  To 
separate  earned  and  unearned  incomes  seems  to  me  to  be  too  diffi- 
cult. So  that  I  am  forced  to  the  conclusion  that  I  should  retain 
the  property  tax. 

The  only  other  solution,  to  my  mind,  is  to  go  to  the  classified 
income  tax,  such  as  they  have  in  Massachusetts,  which  does  meet 
my  difficulty.  Classifying  the  incomes  from  securities  and  allow- 
ing no  exemption  would  permit  a  fair  taxation  of  the  man  with 
the  bonds.  But  I  don't  like  the  idea  of  that  discrimination  between 
those  two  individuals  and  I  don't  like  the  solution  offered,  of  a 
"differentiation  in  income  in  state  income  taxation. 

Mr.  G.  Lord:  Mr.  Chairman,  the  scheme  of  taxation  outlined 
by  Mr.  James  in  his  very  able  paper,  advocating  the  abolition  of 
the  ad  valorem  taxation  of  personal  property  and  the  substitution 
of  a  business  tax,  would  not  work  well  at  all  in  Michigan,  for 
this  reason :  As  you  probably  know,  the  public  utilities,  such  as 
railroads,  telephones  and  telegraph  companies,  are  assessed  by  a 
state  board  of  assessors  on  an  ad  valorem  basis  of  valuation.  The 
tax  rate  applied  to  the  assessed  valuation  is  the  average  rate  of 
taxation  imposed  by  the  local  authorities  on  the  local  assessments 
for  state  and  local  purposes. 

In  Michigan  w-e  have  not  had  the  difficulty  that  they  evidently 
had  in  New  York,  in  that  they  were  unable  to  find  any  personal 
property  for  taxation  purposes  in  that  state.  We  have,  upon  the 
assessment  rolls  in  Michigan  today,  personal  propertv  to  the  extent 
of  $1,250,000,000.  If  we  remove  that  $1,250,000,000  from  the 
local  assessment  rolls  of  Michigan,  it  would  mean  a  material  in- 
crease in  the  tax  rate  that  would  be  levied  against  the  valuation 
placed  upon  these  public  utilities,  and  in  that  way  you  can  readily 
see  that  there  w^ould  be  a  decided  discrimination  in  the  amount 
of  taxes  levied  against  the  public  utility  properties  as  against  the 
owners  of  personal  property. 

I  am  not  at  all  in  sympathy  with  the  proposed  scheme  to  remove 
tangible  personal  property  from  the  assessment  rolls.  I  believe, 
gentlemen,  that  with  efficient  administration  you  can  get  that  prop- 
erty on  the  assessment  rolls.  If  you  don't  try  to  get  it  and  mean 
not  to  try  to  get  it.  of  course  you  won't  get  it. 

In  Michigan  we  have  been  quite  successful,  because  we  have 
gone  after  it  and  we  have  gotten  it ;  we  get  it  on  the  rolls  and 
they  pav  their  taxes  the  same  as  the  other  fellow.  I  can't  see  anv 
l'2 
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sense  at  all  in  exempting  the  $50,000  worth  of  stock,  we  will  say, 
in  a  commercial  enterprise,  simply  because  j^ou  levy  a  business 
tax  on  the  conduct  of  that  business.  I  believe  he  should  pay  an 
ad  valorem  tax  on  the  amount  that  he  has  in  there,  at  what  it  is 
worth. 

If  3-0U  want  to  levy  an  additional  tax  on  the  income  for  some 
particular  purpose,  such  as  the  expenses  of  the  state  govern- 
ment, well  and  good ;  but  don't  try  to  put  through  any  scheme  here 
to  remove  the  personal  property  from  the  assessment  rolls. 

I  quite  agree  with  what  Dr.  Adams  has  said.  I  think  you  are 
going  in  the  wrong  direction  in  trying  to  advocate  any  such  system 
of  taxation.  It  all  reverts,  it  seems  to  me,  back  to  this  point :  That 
it  is  an  endeavor  largely  to  shift  the  burden  of  taxation,  and  I 
think  that  is  the  great  problem  that  we,  as  tax  administrators, 
have  to  face :  to  make  the  fellow  pay  the  tax  who  does  not  want 
to  pay  it. 

My  experience  in  my  own  state  has  been  —  and  I  have  made  • 
quite  an  extensive  investigation  of  the  administrative  features  in 
other  states  in  the  last  few  years — that  the  very  fellow  who  de- 
mands the  most  from  government  is  the  fellow  who  tries  to  shift 
the  burden  of  taxation  to  the  other  fellow,  and  those  are  the  men 
that  I  think  we  ought  to  get  after  and  not  try  to  have  their  prop- 
erty removed  from  the  tax  rolls  by  exemption. 

Mr.  Link  :  This,  of  course,  members  of  the  conference,  brings 
up  the  toughest  problem  we  have  left  in  taxation ;  there  is  no 
question  about  that.  It  is,  and  always  has  been  the  toughest 
problem  in  this  country,  and  as  we  read  of  foreign  countries,  it  is 
also  the  toughest  problem  that  they  still  have  to  solve  there. 

I  feel  that  it  is  a  fatal  error  to  think  of  exempting  from  property 
taxation  tangible  personal  property.  In  Colorado,  owners  of  cattle, 
sheep,  merchandise,  manufacturing  equipment,  and  such  things, 
are  among  our  most  successful  business  people.  Why  shouldn't 
they  pay  their  tax  in  the  same  proportion  as  the  taxpayers  who 
have  their  money  invested  in  town  and  city  and  farm  real  estate  ? 
I  feel  there  is  no  question  about  that. 

We  get  a  large  proportion  of  tangible  personal  property  in 
Colorado.  Our  assessors  get  practically  every  bit  of  live  stock, 
implements,  merchandise  and  manufacturing  investments — the  big 
items  that  should  be  taxed  the  same  as  real  estate. 

Suppose  we  did  exempt  it  and  suppose  we  carried  out  the  system 
of  land  property  tax,  personal  income  and  business  tax.  There  is 
a  great  deficiency  that  has  to  be  spread — where?  Why,  certainly 
by  an  increased  tax  on  real  estate ;  higher  rates  upon  income  than 
we  have  dreamed  of,  to  make  up  the  deficiency,  and  in  the  busi- 
ness tax.     So  much  for  the  tangible  property. 

Now  as  to  the  intangibles,  there  is  the  worst  question  of  all. 
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We  faced  that  in  Colorado  through  the  proposition,  against  our 
judgment,  of  backing  a  constitutional  amendment  for  total  exemp- 
tion from  property  tax.  We  did  not  get  the  people  of  the  state  to 
go  with  us.  It  is  pretty  hard,  as  Dr.  Page  said,  in  a  rural  district 
to  get  any  people  to  go  with  you  on  that  kind  of  a  proposition. 
We  answered  the  question  in  the  last  legislature  by  holding  our 
present  system  of  taxation  on  real  estate  and  tangible  personal 
property  plus  a  personal  income  tax  and  a  three-mill  tax  on  in- 
tangibles, and  I  believe,  Mr.  Chairman,  that  that  probably  is  about 
as  good  a  thing  as  we  can  do  for  a  starter. 

Mr.  James:  Mr.  President,  on  this  question  of  the  exemption 
of  tangible  personal  property,  I  want  to  reiterate  again  the  state- 
ment that  I  made  in  reply  to  ^Ir.  Tobin's  question :  that  the  busi- 
ness income  tax  in  Xew  York,  coupled  with  the  personal  income 
tax,  paid  something  like  four  times  the  revenue  that  was  collected 
from  the  entire  personal  property  tax  before  the  enactment  of 
those  two  laws.  We  went  through  the  same  experience  in  W^is- 
consin.  The  income  tax  in  Wisconsin  yielded  more  than  the  per- 
sonal property  tax.  and  it  was  only  by  accident  and  over-caution  in 
the  Wisconsin  legislature  that  the  personal  property  tax  was  not 
entirely  wiped  out  there  at  the  time  the  income  tax  was  adopted. 

Xow  it  seems  to  me  that  the  income  tax  isn't  worth  the  candle — 

Chairman  Adams:  !Mr.  James,  are  you  quite  right  about  that? 

]\Ir.  James  :  That  is  my  recollection  about  it. 

Mr.  Tobix  :  I  think  ]\Ir.  James  lost  sight  of  the  fact  that  there 
was  little  or  no  personal  property  on  the  Xew  York  rolls  because 
of  the  exemptions  that  were  permitted  and  the  deductions  that 
were  allowed ;  so  that  your  examples  and  j-our  figures  are  in  no 
sense  a  true  test  as  to  what  would  be  on  the  rolls  if  we  had  a  fair 
and  a  just  tax  on  either  tangible  or  intangible  personal  property 
in  Xew  York  State. 

Mr.  James:  I  think  that  is  perfectly  true,  but  if  there  is  any- 
thing in  our  experience  of  all  the  years  in  which  we  have  been 
trying  to  enforce  the  personal  property  tax,  it  is  that  every  de- 
velopment, every  increase  in  wealth,  is  accompanied  by  an  in- 
creasing loss,  relatively,  of  personal  property.  That  ought  not 
to  be  so. 

The  personal  property,  as  the  gentleman  has  stated,  in  Michigan 
was  $1,250,000,000.  I  don't  know  what  his  real  estate  assessment 
is,  but  it  seems  to  me  inconceivable  that  in  our  highly  developed 
civilization  personal  property  is  not  several  times  as  valuable  as 
real  estate,  and  it  seems  to  me  that  we  cannot  say  that  the  personal 
property  tax  has  proven  a  measurable  success.  There  is  no  reason 
whv,  if  we  could  go  back  to  the  old  idea  that  I  read  from  in  the 
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act  of  New  York,  of  1783,  of  assessing  persons  on  their  faculty, 
their  abiHty  as  measured  by  property,  that  wouldn't  be  a  good  tax, 
but  the  fact  is  that  we  have  gotten  further  and  further  away  from 
it  as  our  civilization  has  developed  and  we  are  faced  with  the 
problem  of  administering  the  property  tax  under  constitutional 
limitations  that  compel  us  to  use  a  local  resident  for  our  assessor. 
It  is  a  terrifically  hard  job  to  administer  the  personal  tax,  and  it 
just  isn't  done.  I  have  in  mind,  in  a  city  in  New  Jersey,  a  par- 
ticular business  enterprise  which  has  earned  within  the  last  five 
or  six  years  something  like  three-quarters  of  a  million  dollars.  It 
has  a  peculiar  type  of  inventory,  an  inventory  ranging  upwards 
of  $200,000  to  $500,000,  continuously,  and  all  of  it  can  be  gotten 
into  a  little  vault,  and  that  particular  enterprise  is  not  assessed 
one  dollar  for  personal  property. 

I  believe  those  illustrations  could  be  multiplied  in  every  state. 
Whatever  we  may  say  theoretically — and  we  are  theorizing  on  the 
subject  when  we  do  say  it — the  practical  proposition  is  that  per- 
sonal property,  outside  of  cattle  and  the  things  that  we  can  go  out 
and  count  and  round  up,  is  not  assessed  effectually  the  country 
over,  and  it  gets  assessed  worse  and  worse  as  our  cities  grow  and 
as  the  need  for  better  assessment  arises.  With  that  situation  be- 
fore us,  aren't  we  better  oft  to  get  rid  of  the  thing  than  to  try  to 
patch  it  up  ? 

Mr.  Seidman  (Michigan)  :  Mr.  Chairman.  I  think  Mr.  James 
is  looking  too  closely  to  the  results  of  the  administration  of  the 
personal  property  tax  in  New  York  for  his  examples.  Unques- 
tionably the  personal  property  tax  is  difficult  of  administration,  but 
not  more  so,  in  my  opinion,  than  the  great  problems  that  have 
arisen  in  income  tax. 

It  seems  to  me  the  effectiveness  of  the  personal  property  tax  is  a 
question  of  administration  and  not  a  question  as  to  whether  or  not 
it  should  be  taxed. 

We  have  started  out  on  the  theory  that  taxation  should  be  levied 
in  proportion  to  governmental  protection.  Mr.  James  admits  that 
in  taxing  real  estate  first  on  the  ad  valorem  basis  of  property 
values  and  then  again  on  the  earnings,  he  is  inconsistently  taxing 
the  real  estate  twice,  as  compared  with  the  personal  property. 

He  makes  the  further  fallacy  of  assimiing  —  and  this  is  on  the 
assumption  that  we  are  trying  to  assess  taxes  in  proportion  to  the 
protection  we  get  on  property — that  the  income  from  tangible 
personal  })roperty  is  in  proportion  to  the  ownership  of  personal 
property,  and  that  by  taxing  it  through  the  fountain  of  income, 
he  will  tax  personal  property  in  the  same  proportion  as  the  value 
of  that  personal  property.  Thousands  of  examples  can  be  cited 
where  the  income  from  personal  property  is  not  necessarily  in 
any  proportion  whatsoever  to  its  value.    So  that  he  will  immediately 
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get  two  inconsistencies :  First,  a  duplication  on  the  real  estate  end 
of  it,  by  taxing  both  for  ad  valorem  purposes  and  for  income  pur- 
poses. Second,  by  not  taxing  at  all  the  personal  property,  on  the 
assumption  that  he  is  taxing  it  through  the  fountain  of  income. 

It  seems  to  me  that  the  gentleman  from  Colorado  is  going  in 
the  right  direction  in  taxing  for  income  purposes  the  intangible 
value  of  property,  that  excess  of  value  which  is  not  taxed,  first  as 
real  estate  and  second  as  tangible  personal  property.  That  excess 
is  a  proper  base  for  purposes  of  income  taxes. 

Chairman  Adams  :  Gentlemen,   it  is  getting  rather  late. 

Mr.  Zangerle:  I  just  want  to  add  a  little  summary  of  what  I 
understand  to  be  the  crux  of  this  comparison  of  the  property  tax 
with  the  income  tax.  As  I  understand  it,  the  yield  of  the  income 
tax  in  New  York  is  about  $4  per  capita.  Instead  of  dealing  with 
millions  of  dollars,  let  us  just  talk  about  per  capita.  The  yield 
from  the  property  tax  in  my  city  is  about  $20  per  capita.  I  am 
just  wondering  whether  the  great  State  of  Ohio  is  going  to  drop 
$20  per  capita  for  this  chimera  in  Xew  York  where  they  have  the 
biggest  incomes  in  the  United  States,  to  get  that  $4  per  capita. 
(Laughter  and  applause) 

Chairman  Adams:  A  motion  to  adjourn  is  in  order. 

Adjournment 
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Chairman  Adams  :  The  meeting  will  please  come  to  order. 
Mr.  Lord,  of  the  Minnesota  Tax  Commission,  one  of  the  oldest 
and  most  beloved  members  of  this  association,  will  preside  at  this 
meeting. 

Owing  to  the  readjustment  of  our  program,  the  work  of  the 
resolutions  committee  will  be  in  some  ways  unusually  hampered. 
We  shall  have  to  make  some  adjustments  on  that  account.  The 
chairman  of  the  committee  wants  to  make  a  few  announcements 
and  perhaps  to  make  some  other  statements  at  the  present  time. 

It  will,  I  feel,  also  be  necessary  to  terminate  the  discussions  of 
the  papers  provided  this  morning  promptly  at  twelve  o'clock,  in 
order  that  the  resolutions  committee  may  have  the  remainder  of 
the  morning. 

Mr.  Lord! 

Mr.  Lord  took  the  chair. 

Chairman  Lord  :  Mr.  President,  Ladies  and  Gentlemen :  I  ap- 
prehend that  one  of  the  reasons  why  I  was  delegated  to  preside  at 
this  meeting  was  to  keep  me  as  quiet  as  possible  while  this  rather 
troublesome  bank  tax  problem  is  being  discussed.  I  have  been 
heard  at  considerable  length  at  previous  conferences  and  I  think 
perhaps  it  is  time  that  somebody  else  had  something  to  say  about  it. 

Before  proceeding  with  the  paper  that  we  are  to  listen  to  this 
morning,  the  chairman  of  the  resolutions  committee,  I  understand, 
desires  to  make  some  announcements.     Mr.  Link ! 

Mr.  Link  :  Mr.  Chairman :  On  account  of  the  proposed  trip  on 
Friday  it  is  going  to  be  necessary  to  hurry  forward  the  whole 
program,  particularly  the  resolutions ;  it  is  going  to  hurry  us. 
Unfortunately  a  number  of  states  have  not  reported  to  the  mem- 
bers of  the  committee. 

Mr.  Link  called  off  the  list  and  filled  in  the  names  of  those 
present. 

IMembers  of  the  resolutions  committee:  As  Chairman  Adams 
has  announced,  it  will  be  necessary  to  draw  this  session  to  a  close 
promptly  at  twelve,  and  I  should  like  to  call  a  meeting  of  the 
resolutions    committee    immediately    after    twelve,    upon    adjourn- 

(182) 
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ment  of  this  session.     If  you  will  stay  in  this  room  we  shall  try  to 
do  some  of  our  work. 

Chairman  Lord:  The  session  this  morning,  according  to  the 
program,  is  to  be  devoted  to  a  paper  on  the  subject  of  "  State 
Taxation  of  Banks  in  the  Light  of  the  Recent  Amendment  of  Sec- 
tion 5219,"  and  w-e  are  very  fortunate  in  having  with  us  to  present 
a  paper  on  that  subject  Air.  Gary,  of  Virginia,  who  is  perhaps  as 
familiar  with  the  legislation  that  has  taken  place,  and  with  the 
difficulties  that  states  have  encountered  in  the  operation  of  their 
laws,  in  the  face  of  section  5219,  as  any  man  I  know  of  in  this 
country.  It  gives  me  great  pleasure  to  introduce  to  you  Mr.  Gary, 
if  any  introduction  is  necessary.     Air.  Gary!     (Applause) 

Mr.  J.  Vaughax  Gary  :  Mr.  President  and  Gentlemen :  I  might 
say  that  I  was  not  put  on  the  program  because  of  my  familiarity 
with  the  subject,  but  as  Air.  Holcomb  wrote  to  me,  "Virginia  has 
gotten  us  into  the  mess,  and  it  is  up  to  Virginia  to  get  us  out," 
which  accounts  for  my  appearance  on  the  program. 

STATE  TAXATION  OF  BANKS  IN  THE  LIGHT  OF  THE 

RECENT  AMENDAIENT  OF  SECTION  5219,  UNITED 

STATES  REVISED  STATUTES 

J.    VAUGHAN    GARY 
Counsel  to  State  Tax  Board  of  Virginia 

The  smoke  has  cleared  away  on  the  field  of  another  battle  of  a 
century  and  it  is  our  purpose  today  to  review  dispassionately  the 
results  of  the  battle  and  to  consider  methods  for  insuring  perma- 
nent peace. 

The  fighting,  which  centered  around  the  halls  of  Congress,  and 
in  the  various  hotels  in  the  City  of  Washington.  D.  C,  where 
numerous  skirmishes  took  place,  covered  a  period  of  approximately 
two  years  and  was  brought  to  a  close  on  Alarch  4,  1923,  by  an  en- 
forced treaty,  in  the  form  of  an  amendment  by  Congress  to  section 
5219  of  the  Revised  Statutes  of  the  United  States,  which  deals 
with  the  taxation  of  national  banks  by  the  several  states. 

The  contending  forces  were  tax  officials  of  the  various  states 
of  the  Union,  all  of  whom  are  members  of  this  association,  organ- 
ized under  the  very  able  leadership  of  Generalissimo  Samuel  Lord, 
on  the  one  side,  and  on  the  other  side,  representatives  of  the 
American  Bankers  Association,  whose  attacks  were  always  under 
cover  of  well-timed  and  well-directed  barrages  of  telegrams  and 
letters,  laid  down  by  banks  and  bankers  from  all  corners  of  the 
United  States. 

Two  principles  were  involved  in  the  conflict,  over  each  of  which 
there  was  a  wide  divergence  of  views.     The  first  principle  related 
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to  the  future  policy  of  the  Federal  Government  with  reference  to 
the  question  of  the  taxation  of  national  banks  by  the  several 
states.  The  second  principle  related  to  the  validation  of  taxes 
previously  assessed  by  various  states  and  paid  by  national  banks. 
In  several  of  the  states  suits  had  been  instituted  by  the  banks  for 
a  refund  of  the  taxes  paid. 

A  consideration  of  the  second  principle  would  involve  a  discus- 
sion necessarily  technical  and  of  considerable  length.  Therefore, 
in  view  of  the  facts  that  in  the  State  of  Xew  York,  which  was 
one  of  the  principal  states  affected,  a  compromise  agreement  has 
been  reached  between  the  state  authorities  and  the  banks,  and  that 
in  the  other  states  affected,  litigation  is  pending  which  will  neces- 
sarily require  judicial  determination  of  the  principle  in  those 
states,  I  shall  limit  the  scope  of  this  article  to  the  consideration  of 
the  first  principle. 

Few,  if  any,  conflicts  are  spontaneous.  They  are  usually  the 
culmination  of  a  series  of  events  extending  over  a  period  of  years. 
In  this  respect  the  instant  conflict  was  not  an  exception.  While  I 
feel  that  after  the  able  discussions  before  the  conferences  of  this 
association  at  Bretton  Woods  and  ^linneapolis  an  attempt  to  review 
in  detail  the  history  of  this  question  would  be  tantamount  to  an 
attempt  to  revise  the  Ten  Commandments,  a  brief  resume  is  neces- 
sary for  a  complete  understanding  of  the  subject  under  discussion. 

In  1864,  when  the  national  banks  were  just  beginning  their 
activities  in  the  various  states,  there  existed  within  some  of  the 
states  a  pronounced  hostilit}-  against  these  federal  institutions 
which  would  necessarily  compete  with  similar  institutions  organ- 
ized under  the  laws  of  the  states.  These  institutions,  being  instru- 
mentalities of  the  Federal  Government.  Congress  felt  the  necessity 
of  protecting  them  from  hostile  legislation  and  consequently  en- 
acted section  5219  of  the  Revised  Statutes,  imposing  certain  re- 
strictions upon  the  taxing  power  of  the  states  to  prevent  unfair 
discrimination.  Some  difficulties  arose  under  the  section  as  en- 
acted, which  resulted  in  an  amendment  in  1868,  in  which  form 
the  section  remained  until  March  4,  1923.  The  laws  of  1864  and 
1868  were  both  enacted  prior  to  the  ratification  of  the  Fourteenth 
Amendment  to  the  Constitution  of  the  United  States,  which  guar- 
antees equal  protection  of  the  law  to  all.  including  national  banks. 

The  Supreme  Court  of  the  United  States  was  frequently  called 
upon  to  interpret  the  law  of  1868  in  numerous  litigations  extend- 
ing over  a  period  of  more  than  a  half-century.  Whether  justified 
by  the  decisions  or  not,  the  impression  prevailed  throughout  the 
United  States  that  under  the  law  the  states  could  tax  the  shares 
of  stock  of  national  banks  in  any  manner  and  to  any  extent  they 
pleased,  so  long  as  they  did  not  discriminate  in  favor  of  state 
banks  and  trust  companies. 
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In  1915  a  contest  arose  under  the  law  in  the  City  of  Richmond, 
Virginia,  between  the  Merchants  National  Bank  of  Richmond  and 
the  City  of  Richmond,  which  finally  reached  the  Supreme  Court 
of  the  United  States,  and  on  the  6th  day  of  June,  1921,  the  court 
announced  a  decision  which  apparently  held  that  the  states  were 
limited  in  taxing  bank  stock  to  the  rate  imposed  upon  intangible 
property,  such  as  real  estate  mortgage  notes,  credits,  and  money  at 
interest  owned  by  individuals.  This  interpretation  of  the  statute 
threatened  the  destruction  of  the  classified  property  and  income 
tax  laws  which  have  been  adopted  in  a  number  of  the  states,  and 
the  forces  of  the  states  were  marshalled  for  the  purpose  of  secur- 
ing an  amendment  to  the  law.  The  bankers,  through  their  highly 
organized  association,  experienced  little  difficulty  in  mobilizing 
their  forces  and  the  battle  was  on. 

The  state  officials  felt  that  the  conditions  which  prompted  the 
law  enacted  in  1868  had  long  since  passed  away;  that  national 
banks  had  grown  to  such  an  extent  in  prestige  and  resources  and 
had  become  such  an  integral  part  of  the  local  community  life  that 
all  danger  of  discrimination  by  the  states  had  passed,  which  ren- 
dered unnecessary  the  protection  afforded  by  the  statute  of  1868; 
that  even  if  the  danger  of  discrimination  still  existed  the  banks 
were  fully  protected  under  the  Fourteenth  Amendment  to  the  Con- 
stitution of  the  United  States,  which  guarantees  equal  protection 
of  the  law  to  all,  including  national  banks ;  and  that  the  special 
protection  afforded  to  national  banks  under  section  5219  was  class 
legislation  which  could  not  be  justified  under  present  conditions. 
They  entertained  the  view,  therefore,  that  the  best  solution  of  the 
entire  problem  would  be  the  removal  of  all  limitations  contained 
in  the  section.  They  were,  however,  in  a  compromising  frame  of 
mind  and  would  readily  have  agreed  to  any  reasonable  limitation 
which  would  have  enabled  the  states  to  require  national  banks  to 
bear  their  equitable  share  of  the  tax  burden  without  disrupting 
the  tax  systems  established  in  the  various  states. 

The  representatives  of  the  banks,  having  gained  an  advantage 
under  the  Richmond  decision,  were  reluctant  to  yield  to  any 
amendment  of  the  statute.  Several  conferences  were  held,  but 
agreement  was  impossible  and.  while  the  conflict  was  waged  pleas- 
antly and  without  personal  animosities,  every  inch  of  ground  was 
bitterly  contested,  until  on  March  4,  1923,  the  last  day  of  the  67th 
Congress,  hostilities  ended  with  the  passage  of  a  bill  amending 
section  5219. 

The  amendment  was  not  what  the  state  officials  had  requested, 
nor  was  it  what  they  desired.  It  did,  however,  so  far  surpass  what 
they  had  reasons  to  hope  for  throughout  the  entire  conflict  that 
they  must  necessarily  feel  a  sense  of  gratification,  and  I  person- 
ally feel  that  the  National  Tax  Association,  which  is  interested  in 
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fair  and  uniform  taxation,  owes  a  debt  of  gratitude  to  those  mem- 
bers of  the  association  who  labored  so  patiently,  earnestly  and 
efficiently  to  bring  about  the  passage  of  the  act  which  will  permit 
more  equitable  taxation  of  national  banks,  without  disrupting  the 
systems  of  taxation  which  this  association  has  long  advocated. 

For  purposes  of  comparison  section  5219  of  the  Revised  Statutes 
of  the  United  States,  before  and  after  the  amending  act  of  March 
4,  1923,  is  presented  in  parallel  columns. 


Section  5219 
(before  amendment) 


"  Nothing  herein  shall  prevent  all 
the  shares  in  any  association  from 
being  included  in  the  valuation  of 
the  personal  property  of  the  owner 
or  holder  of  such  shares,  in  assess- 
ing taxes  imposed  by  authority  of 
the  State  within  which  the  associa- 
tion is  located ;  but  the  legislature 
of  each  State  may  determine  and 
direct  the  manner  and  place  of  tax- 
ing all  the  shares  of  national  bank- 
ing associations  located  within  the 
State,  subject  only  to  two  restric- 
tions, that  the  taxation  shall  not  be 
at  a  greater  rate  than  is  assessed 
upon  other  moneyed  capital  in  the 
•hands  of  individual  citizens  of  such 
State, 


Sectiox  5219 
(as  amended) 

"  The  legislature  of  each  State 
may  determine  and  direct,  subject  to 
the  provisions  of  this  section,  the 
manner  and  place  of  taxing  all  the 
shares  of  national  banking  associa- 
tions located  within  its  limits.  The 
several  States  may  tax  said  shares, 
or  include  di\'idends  derived  there- 
from in  the  taxable  income  of  an 
owner  or  holder  thereof,  or  tax  the 
income  of  such  associations,  pro- 
vided the  following  conditions  are 
complied  with : 

"  I.  (a)  The  imposition  by  said 
State  of  any  one  of  the  above  three 
forms  of  taxation  shall  be  in  lieu 
of  the  others. 

"  (b)  In  the  case  of  a  tax  on  said 
shares  the  tax  imposed  shall  not  be 
at  a  greater  rate  than  is  assessed 
upon  other  moneyed  capital  in  the 
hands  of  individual  citizens  of  such 
State  coming  into  competition  with 
the  business  of  national  banks : 
Provided,  That  bonds,  notes,  or 
other  evidences  of  indebtedness  in 
the  hands  of  individual  citizens  not 
employed  or  engaged  in  the  banking 
or  investment  business  and  repre- 
senting merely  personal  investments 
not  made  in  competition  with  such 
business,  shall  not  be  deemed 
moneyed  capital  within  the  mean- 
ing of  this  section. 

"  (c)  In  case  of  a  tax  on  the  net 
income  of  an  association,  the  rate 
shall  not  be  higher  than  the  rate 
assessed  upon  other  financial  cor- 
porations nor  higher  than  the  high- 
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and  that  the  shares  nf  any  national 
banking  association  owned  by  non- 
residents of  any  State  shall  be  taxed 
in  the  city  or  town  where  the  bank 
is  located,  and  not  elsewhere. 


est  of  the  rates  assessed  by  the  tax- 
ing State  upon  the  net  income  of 
mercantile,  manufacturing,  and  busi- 
ness corporations  doing  business 
within  its  limits. 

"  (d)  In  case  the  dividends  de- 
rived from  the  said  shares  are  taxed, 
the  tax  shall  not  be  at  a  greater 
rate  than  is  assessed  upon  the  net 
income  from  other  moneyed  capital. 
"  2.  The  shares  or  the  net  income 
as  above  pro\aded  of  any  national 
banking  association  owned  by  non- 
residents of  any  State,  or  the  divi- 
dends on  such  shares  owned  by  such 
non-residents,  shall  be  taxed  in  the 
taxing  district  where  the  association 
is  located  and  not  elsewhere ;  and 
such  associations  shall  make  return 
of  such  income  and  pay  the  tax 
thereon  as  agent  of  such  nonresident 
shareholders. 

"  3.  Nothing  herein  shall  be  con- 
strued to  exempt  the  real  property 
of  associations  from  taxation  in  any 
State  or  in  any  subdivision  thereof, 
to  the  same  extent,  according  to  its 
value,  as  other  real  property  is  taxed. 
"4.  The  provisions  of  section  5219 
of  the  Revised  Statutes  of  the 
United  States  as  heretofore  in  force 
shall  not  prevent  the  legalizing,  rati- 
fying, or  confirming  by  the  States 
of  any  tax  heretofore  paid,  levied, 
or  assessed  upon  the  shares  of 
national  banks,  or  the  collecting 
thereof,  to  the  extent  that  such  tax 
would  be  valid  under  said  section." 

It  will  be  noticed  that  both  sections  permit  the  taxation  of  the 
real  property  of  national  banks  by  the  states  and  their  political 
subdivisions,  to  the  same  extent,  according  to  its  value,  as  other 
real  property  is  taxed,  in  almost  identical  terms.  There  was  no 
controversy  whatever  over  this  provision  of  the  law.  and  while 
the  language  of  the  statute  has  been  slightly  changed,  the  sub- 
stance in  this  particular  is  unaltered. 

In  addition  to  the  taxation  of  the  real  property  the  section, 
prior  to  the  amendment,  limited  the  states  to  one  method  of  taxa- 
tion, namely,  a  tax  on  the  shares  of  stock.  The  amended  section 
gives  the  states  the  option  of  three  methods,  namely,  a  tax  on  the 


Nothing  herein  shall  be  construed 
to  exempt  the  real  property  of  asso- 
ciations from  either  State,  county, 
or  municipal  taxes,  to  the  same  ex- 
tent, according  to  its  value  as  other 
real  property  is  taxed." 
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shares,  or  a  tax  on  the  dividends  derived  from  the  shares,  or  a 
tax  on  the  income  of  the  bank.  The  adoption,  however,  of  any 
one  of  the  methods  exchides  the  use  of  either  of  the  other  two, 
and  there  are  Hmitations  and  conditions  surrounding  each  method. 

The  provisions  of  the  amended  section  permitting  a  tax  on  the 
dividends,  or  a  tax  on  the  income,  were  inserted  primarily  for  the 
benefit  of  those  states  which  have  adopted  income  tax  laws,  which 
are  applicable  to  the  dividends  of  other  business  corporations  or  to 
the  income  of  such  corporations.  In  all  of  the  states  which  impose 
a  tax  upon  the  dividends  from  the  shares  of  stock  of  business  cor- 
porations, however,  in  addition  to  the  tax  paid  by  the  individual 
on  the  dividends,  the  corporation  itself  pays  a  substantial  tax, 
whereas  if  this  method  is  adopted  for  the  taxation  of  national 
banks  in  those  states,  the  bank  itself  could  not  be  required  to  pay 
any  tax  whatever,  as  under  the  law  the  dividends  alone  would  be 
taxable. 

In  practically  all  of  the  states  where  a  tax  is  imposed  on  the 
income  of  business  corporations,  the  tax  is  in  the  nature  of  a  sup- 
plemental tax,  and  the  corporations  are  subjected  to  additional  tax 
burdens  by  the  imposition  of  property  taxes  upon  all  or  a  sub- 
stantial part  of  the  capital  invested  in  the  business,  franchise,  or 
other  taxes.  In  the  State  of  Virginia,  which  I  select  as  an  ex- 
ample, because  of  my  greater  familiarity  with  the  law,  business 
corporations  pay  a  small  franchise  tax,  a  tax  of  $1.15  per  $100  on 
capital  invested  in  business,  and  an  income  tax  of  one  per  centum 
on  net  taxable  income  up  to  $3,000  and  two  per  centum  on  the 
excess.  While  three  methods  of  taxation  are  employed,  the  aggre- 
gate tax  is  reasonable,  as  compared  with  the  exactions  of  other 
states. 

Under  section  5219,  as  amended,  if  the  income  method  is  adopted 
in  taxing  national  banks,  no  additional  tax  can  be  imposed  upon 
the  property  of  the  bank  nor  can  the  bank  be  required  to  pay  a 
franchise  tax.  Therefore,  the  adoption  of  either  the  method  of 
taxing  dividends  or  the  income  method  would  place  upon  national 
banks  a  lighter  tax  burden  than  that  borne  by  other  business  cor- 
porations. 

The  law  provides  that  if  a  tax  is  imposed  upon  the  dividends 
derived  from  the  shares  of  bank  stock  the  tax  shall  not  be  at  a 
greater  rate  than  is  assessed  upon  the  net  income  from  other 
moneyed  capital.  The  words  "  moneyed  capital  "  are  used  in  the 
section  of  the  law  dealing  with  the  taxation  of  the  shares  of  the 
banks  and  undoubtedly  have  the  same  meaning,  which  will  be  dis- 
cussed in  connection  with  the  share  tax. 

I  might  add  in  this  connection  that  the  practical  effect  of  the 
section  of  the  law  permitting  the  taxation  of  dividends,  so  far 
as   Virginia  is  concerned,   has  been   paradoxical.     Virginia,   prior 
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to  the  amendment,  taxed  the  shares  of  stock  of  national  banks  and 
also  taxed  the  dividends  derived  from  the  shares  under  the  general 
income  tax  law.  Under  the  amendment  one  form  is  expressly  in 
lieu  of  the  other.  Therefore,  instead  of  gaining  the  right  to  tax 
the  dividends,  \"irginia  is  expressly  prohibited  from  imposing  the 
tax,  which  she  formerly  collected. 

If  the  net  income  of  the  bank  is  taxed  the  rate  cannot  be  higher 
than  the  rate  assessed  upon  the  income  of  other  financial  corpora- 
tions, nor  higher  than  the  highest  of  the  rates  assessed  by  the  tax- 
ing state  upon  the  net  income  of  mercantile,  manufacturing  and 
business  corporations  doing  business  within  its  limits.  It  will  be 
noticed  that  the  limitation  under  this  provision  is  upon  the  rate  of 
tax  and  not  upon  the  burden  of  taxation.  In  the  past,  in  deter- 
mining whether  the  laws  of  the  states  discriminated  against  national 
banks,  the  test  as  applied  by  the  courts  has  always  been  whether 
the  tax  burden,  all  things  considered,  was  heavier  upon  national 
banks  than  upon  the  property  with  which  national  banks  were 
classified  under  the  law,  and  that  test  still  remains,  in  so  far  as 
the  tax  on  the  shares  is  concerned.  If,  however,  the  income  of 
national  banks  is  taxed,  the  rate  assessed  upon  the  income  of  finan- 
cial institutions  or  upon  the  income  of  mercantile,  manufacturing 
and  business  corporations  apparently  determines  the  rate  which 
may  be  imposed  upon  the  income  of  the  banks. 

If  the  income  tax  rate  varies  with  respect  to  mercantile,  manu- 
facturing and  business  corporations,  the  state  may  apply  to  the 
income  of  national  banks  the  highest  of  the  rates  assessed  upon 
the  income  of  any  one  of  the  three  classes,  provided  such  rate  does 
not  exceed  the  rate  assessed  upon  the  income  of  other  financial 
corporations.  A  review  of  the  discussions  upon  the  floor  of  Con- 
gress shows  that  the  highest  of  the  rates  assessed  upon  the  income 
of  mercantile,  manufacturing  and  business  corporations  was  fixed 
as  the  maximum  because  of  exemptions  and  very  low  rates  applied 
to  manufacturing  corporations  in  some  of  the  states  for  the  pur- 
pose of  encouraging  industry  within  the  states. 

As  previously  stated,  however,  the  taxation  of  the  dividends 
received  from  the  bank  shares,  or  the  taxation  of  the  income  of 
the  banks  would  result  in  a  lighter  burden  upon  national  banks 
than  upon  other  classes  of  business  in  practically  every  state  in 
the  Union.  It  is  reasonable  to  assume,  therefore,  that  practically 
all  of  the  states  will  continue  to  employ  the  method  of  taxing  the 
shares  of  national  banks  as  heretofore. 

The  amended  law  provides  that  the  tax  imposed  on  the  shares 
of  national  banks  shall  not  be  at  a  greater  rate  than  is  assessed 
"  upon  other  moneyed  capital  in  the  hands  of  individual  citizens 
of  such  state  coming  into  competition  with  the  business  of  national 
banks."     This  is  the  identical   provision  of  the   old  law,   as   fre- 
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quently  interpreted  by  the  Supreme  Court  of  the  United  States, 
for  while  the  words  ''  coming  into  competition  with  the  business 
of  national  banks  "  have  been  added,  the  Supreme  Court  has  fre- 
quently held  that  only  such  moneyed  capital  as  actually  came  into 
competition  with  the  business  of  national  banks  was  comprehended 
within  the  language  of  the  old  statute.  The  amended  statute, 
however,  contains  a  proviso  that  "  bonds,  notes  or  other  evidences 
of  indebtedness  in  the  hands  of  individual  citizens  not  employed 
or  engaged  in  the  banking  or  investment  business,  and  represent- 
ing merely  personal  investments  not  made  in  competition  with 
such  business  shall  not  be  deemed  moneyed  capital  within  the 
meaning  of  this  section." 

This  proviso  is  entirely  new  and  is  the  foundation  of  the  hope 
of  the  states  for  the  solution  of  their  difficulties.  It  is  not  amiss 
to  confess  at  the  beginning  that  the  phraseology  is  involved,  even 
to  the  point  of  somewhat  beclouding  its  meaning.  When  consid- 
ered in  the  light  of  surrounding  circumstances,  however,  its  mean- 
ing becomes  less  doubtful. 

The  amendment  was  prompted  by  the  decision  of  the  Supreme 
Court  of  the  United  States  in  the  Richmond  case,  which  was  ap- 
parently at  variance  with  the  generally  accepted  interpretation  of 
the  old  statute,  but  it  may  be  stated  that  throughout  the  entire  fight 
to  amend  the  statute,  even  those  advocating  an  amendment  enter- 
tained considerable  doubt  as  to  the  full  significance  of  that  de- 
cision. The  case  was  an  unusual  one.  The  banks  in  the  State  of 
Virginia  were  assessed  at  a  greater  rate  than  intangible  property 
held  by  individuals,  approximately  80%  of  which  consisted  of 
bonds  and  notes  secured  by  real  estate,  but  which  also  included 
credits,  demands  and  claims.  It  was  alleged  by  the  banks  that  this 
class  of  property  came  into  competition  with  national  banks  and 
evidence  which  consisted  solely  of  a  statement  from  the  vice- 
president  of  the  bank  involved,  was  introduced  to  prove  the  allega- 
tion. I  am  firmly  of  the  opinion  that  both  the  allegations  and  the 
evidence  could  have  been  successfully  controverted  by  the  City  of 
Richmond.  The  attorney  for  the  city,  however,  relying  upon  the 
opinion  that  "  moneyed  capital  "  as  used  in  the  statute  compre- 
hended only  moneyed  capital  invested  in  state  banks  and  trust 
companies,  made  no  attempt  whatever  to  controvert  the  testimony, 
which  under  his  theory  of  the  law  was  immaterial. 

When  the  case  reached  the  Supreme  Court  of  the  United  States 
that  tribunal  held  that  this  was  too  narrow  a  view  of  the  section, 
which  they  interpreted  to  prohibit  discrimination  in  favor  of  any 
moneyed  capital  relatively  material  in  amount  which  actually  came 
tition  being  alleged  and  established  by  undisputed  facts,  the  tax 
into  competition  with  the  business  of  national  banks.  The  compe- 
on  the  banks  was  declared  repugnant  to  section  5219,  and  there- 
fore, invalid. 
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While  it  is  doubtful  whether  the  court  would  have  reached  the 
same  conclusion  in  a  subsequent  case  in  which  the  question  of 
competition  was  disputed,  the  decision  surrounded  the  validity  of 
the  laws  in  those  states  which  had  enacted  classified  property  and 
income  taxes  with  such  an  atmosphere  of  uncertainty  that  the 
representatives  of  those  states  were  thoroughly  convinced  that 
amendment  of  the  section  was  vital. 

The  entire  purpose  of  the  amendment,  therefore,  was  to  remedy 
the  conditions  created  by  the  Richmond  decision  and  the  records 
of  the  congressional  debates  disclose  a  unanimity  of  desire  on  the 
part  of  the  members  of  Congress  to  eliminate  the  existing  uncer- 
tainties. The  real  debate  centered  on  the  question  as  to  what 
extent  the  limitations  contained  in  section  5219  could  safely  be 
removed. 

It  was  brought  out  in  the  discussions  that  in  some  of  the  states 
large  private  bankers  employed  considerable  amounts  of  capital  in 
substantially  the  same  business  as  that  of  national  banks,  and  that 
in  some  of  the  states  the  tax  burden  on  these  private  bankers  was 
substantially  less  than  on  national  banks,  and  the  debates  evidence 
a  strong  determination  on  the  part  of  some  of  the  members  of 
Congress  to  classify  such  capital  as  competing  moneyed  capital. 
The  Congressional  Record  clearly  shows  that  the  proviso  was  in- 
serted for  the  purpose  of  eliminating  beyond  peradventure  as  com- 
peting moneyed  capital,  within  the  meaning  of  the  section,  bonds, 
notes,  or  evidences  of  indebtedness  in  the  hands  of  individual 
citizens  if  such  property  is  not  employed  or  engaged  in  the  bank- 
ing business,  and  of  including  beyond  peradventure,  as  competing 
moneyed  capital,  within  the  meaning  of  the  section,  bonds,  notes, 
or  evidences  of  indebtedness,  or  any  other  capital  assets,  if  such 
property  is  employed  or  engaged  in  the  banking  business,  regard- 
less of  whether  that  business  is  conducted  by  an  individual,  firm 
or  corporation.  In  other  words,  Congress  sought  to  establish  as  a 
criterion  for  the  determination  of  competing  moneyed  capital,  the 
use  of  the  property  rather  than  the  character  of  the  property. 

This  view  is  substantiated  by  the  remarks  of  Hon.  Otis  Wingo, 
who  was  a  member  of  the  sub-committee  appointed  from  the  Com- 
mittee on  Banking  and  Currency  of  the  House  of  Representatives, 
for  the  specific  purpose  of  considering  the  bill  to  amend  section 
5219,  and  also  a  member  of  the  conference  committee  of  the  House 
and  Senate,  which  was  appointed  to  harmonize  the  views  of  the 
two  branches.  Mr.  Wingo's  remarks,  which  may  be  found  in  the 
Congressional  Record,  Vol.  64,  Part  5,  page  4801,  are  as  follows: 

"  *  *  *  *  the  Senate  amendment  on  the  question  of  .a  share  tax 
is  represented  by  this  language :  '  In  the  case  of  a  tax  imposed  by 
a  State  or  any  agency  thereof  on  said  shares,  the  rate  of  taxation 
shall  not  be  higher  than  the  rate  applicable  to  other  moneyed  capital 
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employed  in  the  business  of  hanking  zvithin  the  taxing  State.'  As 
a  substitute  for  that  Senate  provision,  the  House  conferees  pro- 
pose the  following  language : 

"  (b)  In  the  case  of  a  tax  on  said  shares,  the  tax  imposed  shall 
not  be  at  a  greater  rate  than  is  assessed  upon  other  moneyed  capital 
in  the  hands  of  individual  citizens  of  such  State  coming  into  com- 
petition with  the  business  of  national  banks:  Provided,  That  bonds, 
notes,  or  other  evidences  of  indebtedness  in  the  hands  of  individual 
citizens  not  employed  or  engaged  in  the  banking  or  investment 
business  and  representing  merely  personal  investments  not  made 
in  competition  with  such  business,  shall  not  be  deemed  moneyed 
capital  within  the  meaning  of  this  section. 

"  The  major  difference  between  these  two  provisions  is  repre- 
sented by  the  following  words  in  the  Senate  amendment:  'other 
moneyed  capital  employed  in  the  business  of  banking  within  the 
taxing  State,'  and  the  following  provision  in  the  House  proposal : 
'  other  moneyed  capital  in  the  hands  of  the  individual  citizens  of 
such  State  coming  into  competition  with  the  business  of  natiotml 
banks.' 

"  Broadly  speaking,  and  at  first  blush,  it  appears  that  the  only 
major  difference  between  the  two  is  that  in  the  Senate  provision 
the  character  of  the  business  on  which  the  shares  are  issued  is  the 
basis,  while  in  the  House  provision  the  character  of  the  moneyed 
capital  invested  in  the  shares  is  the  basis. 

"  But  if  one  studies  the  decisions  of  the  courts  and  the  interpre- 
tation that  has  been  given  to  the  language  of  each  provision  and 
the  practical  application  under  such  judicial  determination,  he  will 
see  that  the  legal  eff'ect  is  that  which  is  represented  by  the  real 
difference  between  the  two  Houses. 

"  The  legal  eff'ect  of  the  Senate  language  measured  by  all  the 
decisions,  including  the  Richmond  decision,  would  be  to  legalize 
the  action  of  those  states  that  impose  a  higher  tax  burden  upon 
incorporated  state  and  national  banks  than  they  do  upon  the  capital 
of  the  individuals  engaged  in  private  banking.  In  other  words, 
the  Senate  provision  confirms  the  private  bankers  in  their  special 
privilege  which  they  now  enjoy  under  the  laws  of  some  of  the 
states. 

"  Upon  the  other  hand,  the  language  employed  in  the  House 
proposal  adheres  to  the  old  basic  rule  which  has  been  given  judicial 
determination  by  numerous  decisions  during  the  last  50  years, 
which  is  clear  and  easily  understood,  and  the  chief  virtue  of  which 
is,  that  while  it  gives  the  state  the  right  to  tax  the  moneyed  capital 
invested  in  a  share  of  national  bank  stock  to  any  extent  it  pleases. 
yet  it  protects  such  capital  against  the  discrimination  in  favor  of 
the  private  banker.  That  is.  the  House  proposal  permits  the  state 
to  tax  such  capital  invested  in  national  bank  stock  without  limit 
just  so  it  imposes  the  same  burden  upon  competing  capital  employed 
in  private  banking. 

"There  is  another  objection  to  the  Senate  provision,  and  that  is 
that  it  would  require  the  different  states  to  tax  savings  banks, 
whereas   many   of   them    now    exempt   such   institutions,    and   the 
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Supreme  Court,  under  the  rule  laid  down  in  the  House  provision, 
has  specifically  approved,  the  exemption  of  savings  banks. 

■'  From  what  I  have  said  it  is  demonstrated  clearly  that  the 
House  conferees  have  not  proposed  a  new,  untried  rule,  as  has 
been  charged,  but  that  the  Senate  provision  is  the  new,  untried 
rule,  which  is  certain  to  be  productive  of  expensive  and  long- 
continued  litigation  and  keep  both  the  states  and  banks  in  uncer- 
tainty for  years. 

"  But  some  gentlemen  say,  if  you  have  adhered  to  the  old  rule 
and  in  your  pending  proposal  you  repeat  the  rule  that  is  laid  down 
in  section  5219,  you  leave  the  states  restricted  under  the  so-called 
Richmond  decision.  That  contention  might  have  some  basis  if  it 
were  not  for  two  provisions  that  the  House  has  added  to  the  old 
rule.  The  first  provision  is  as  follows:  'coming  into  competition 
unth  the  business  of  national  banks.'  The  other  provision  is  that 
which  is  embodied  in  the  proviso  in  paragraph  (b),  which  reads 
as  follows : 

'(b)  Provided,  That  bonds,  notes,  or  other  evidences  of  in- 
debtedness in  the  hands  of  individual  citizens  not  employed 
or  engaged  in  the  banking  or  investment  business  and  repre- 
senting merely  personal  investments  not  made  in  competition 
with  such  business,  shall  not  be  deemed  moneyed  capital  within 
the  meaning  of  this  section.' 

'■  In  order  that  the  House  may  understand  the  effect  of  these 
proposals,  and  especially  the  two  provisions  which  I  have  just  read, 
it  is  necessary  to  direct  your  attention  to  the  situation  that  con- 
fronts the  states  on  this  question  and  which  called  for  legislation 
at  this  time.  On  June  6,  1921,  the  Supreme  Court  of  the  United 
States  rendered  what  is  now  known  as  the  Richmond  decision, 
being  the  case  of  the  Merchants'  National  Bank  of  Richmond 
against  the  City  of  Richmond.  There  is  considerable  difference 
of  opinion  among  lawyers  who  have  studied  this  decision  as  to  its 
eft'ect. 

"  While  I  have  admitted  that  Justice  Pitney  in  that  decision  used 
some  language  that  might  be  the  basis  of  the  contention  that  it  laid 
down  a  new  rule  which  overruled  the  settled  rule  that  had  been 
applied  by  all  the  past  decisions,  yet  I  have  contended  that  the  real 
trouble  with  that  case  was  that  the  attorney  for  the  City  of  Rich- 
mond committed  the  error  of  practically  admitting  the  allegations 
of  fact  which  were  practically  the  substance  of  the  statute.  While 
the  city  denied  the  allegations  of  fact,  yet  when  the  bank  intro- 
duced witnesses  who  testified,  not  to  facts,  but  a  conclusion  that 
bonds,  notes,  and  other  evidences  of  indebtedness  coming  into 
competition  with  national  banks  were  taxed  at  a  lower  rate  than 
the  shares  of  national  and  state  banks,  the  city  did  not  introduce 
any  evidence  to  show  that  such  paper  and  securities  did  not  as  a 
matter  of  fact  come  in  substantial  competition  with  the  banks.  In 
other  words,  the  City  of  Richmond  might  as  well  have  demurred 
to  the  petition  in  the  first  instance.  I  think  that  the  lawyers  of 
the  House  will  agree  to  this  contention  when  T  read  the  following 
language  from  that  decision  of  the  Supreme  Court: 
13 
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'  It  was  also  shown  by  evidence  unthout  dispute  that  moneyed 
capital  in  the  hands  of  individuals  invested  in  bonds,  notes, 
and  other  evidences  of  indebtedness  comes  into  competition 
with  the  national  banks  in  the  loan  market.' 

"  That  is,  the  court  said  that  in  the  case  at  bar  the  uncontra- 
dicted evidence  showed  other  moneyed  capital  in  the  hands  of  in- 
dividuals coming  into  competition  with  the  business  of  national 
banks  was  taxed  at  a  lower  rate.  If  that  fact  existed  as  stated  by 
the  court,  then,  under  the  law  and  under  all  the  decisions  that 
went  before  the  tax  on  the  national  bank  stock,  was  discriminatory 
and  unlawful.  Then,  instead  of  the  Richmond  decision  laying 
down  a  new  rule,  it,  as  a  matter  of  fact,  on  the  main  question  in- 
volved adhered  to  the  old  line  of  decision. 

■'  However,  we  all  agree  that  in  view  of  the  uncertainty  and 
the  differences  of  opinion  that  have  been  created  by  this  Richmond 
decision  it  is  wise  to  re-state  the  law,  but  the  House  conferees 
feel  that  in  our  effort  to  remove  the  uncertainties  thus  created  we 
should  not  add  other  uncertainties  and  make  the  confusion  worse 
confounded,  which  the  Senate  provision  does.  We  take  the  posi- 
tion that  it  is  easy  to  override  the  contention  of  the  Richmond  case 
by  restating  the  old  rule  with  such  additional  language  as  will 
show  that  it  is  the  intention  of  Congress  in  the  new  statute  to 
follow  the  rule  laid  down  in  the  old  line  of  decisions  which  were 
clearly  understood  and  constituted  a  settled  basis  upon  which  the 
state  taxing  power  could  depend  with  some  degree  of  certainty. 
In  order  to  do  this,  the  House  committee  has  added  the  two  pro- 
visions which  I  last  read  to  the  old  settled  rule.  But,  you  mav 
ask,  will  not  these  two  new  provisions  create  uncertainty  until 
they  are  given  judicial  determination  by  the  courts?  We  answer 
'  No '  because  we  get  the  language  of  those  two  provisions  from 
the  language  used  by  the  courts  in  many  decisions.  Thus,  it  will 
be  seen  that  the  House  provision,  as  insisted  upon  by  the  House 
conferees,  clearly  overrules  the  Richmond  decision  and  goes  back 
to  the  old  rule  which  the  states  followed  for  53  years. 

"  Under  the  contention  in  the  Richmond  case  the  tax  of  every 
state  in  the  Union  on  national  bank  stocks  was  in  danger  if  such 
state  provided  a  lower  rate  on  any  intangible  property,  or  if,  for 
illustration,  any  state  exempted  farm  mortgages  from  taxation. 
Such  exemption  of  farm  mortgages  has  been  held  by  the  old  line 
of  decisions  as  not  violating  the  rule  laid  down  in  5219,  and  by 
the  proviso  which  the  House  conferees  have  put  on  subdivision 
(B)  we  make  it  clear  that  moneyed  capital  invested  in  farm  mort- 
gages, and  w^hich  is  exempt  from  taxation  in  many  of  the  states, 
shall  not  be  deemed  moneyed  capital  within  the  meaning  of  this  law. 

"  The  position  of  the  House  conferees  in  this  whole  controversy 
has  been  to  overcome  the  contention  of  the  Richmond  case  by  re- 
stating the  law  in  clear,  unequivocal  language,  yet  using  the  old 
settled  rule.  We  have  at  all  times  sought  to  give  to  the  states  an 
unlimited  permission  to  exercise  their  taxing  power  on  capital  in- 
vested in  national  banks,  with  one  restriction  only,  and  that  is  the 
simple,  honest  limitation  that  in  the  exercise  of  that  taxing  power 
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the  states  shall  not  destroy  the  national  banks  by  discriminating  in 
favor  of  the  capital  of  private  bankers  that  compete  with  the 
national  and  state  banks.  The  position  of  the  House  conferees  is : 
Let  any  state  tax  banking  capital  to  any  extent  it  wishes,  just  so 
it  makes  the  burden  equal  on  all  banking  capital." 

Thus  we  have  the  intention  of  Congress  expressed  by  one  who, 
because  of  his  intimate  and  ofificial  connection  with  the  subject, 
was  best  qualified  to  voice  that  intent,  and  it  is  my  personal  opinion 
that  the  states  may  safely  rely  upon  the  courts  to  effectuate  that 
intent. 

The  only  question,  therefore,  which  remains  is  the  determina- 
tion of  what  constitutes  banking  capital  or  capital  employed  in  the 
business  of  banking,  which  are  synomonous  terms.  The  business 
of  banking  was  well  defined  by  the  Supreme  Court  of  the  United 
States  in  the  case  of  Mercantile  Bank  v.  Neiv  York,  121  X.  Y.,  p. 
138,  at  p.  156,  as  follows: 

"  The  business  of  banking,  as  defined  by  law  and  custom,  con- 
sists in  the  issue  of  notes  payable  on  demand,  intended  to  circulate 
as  money  where  the  banks  are  banks  of  issue;  in  receiving  deposits 
payable  on  demand;  in  discounting  commercial  paper;  making 
loans  of  money  on  collateral  security;  buying  and  selling  bills  of 
exchange;  negotiating  loans,  and  dealing  in  negotiable  securities 
issued  by  the  government,  state  and  national,  and  municipal  and 
other  corporations." 

That  definition  was  announced  in  a  case  involving  a  question 
of  the  taxation  of  national  banks  and  will  doubtless  be  followed  by 
the  courts  in  construing  the  present  statute.  Capital  employed  or 
engaged  in  such  business  within  the  state  must  suffer  a  tax  burden 
equal  to  that  imposed  upon  national  banks,  and  if  such  is  the  case, 
in  my  humble  judgment,  the  provisions  of  section  5219  of  the  Re- 
vised Statutes,  as  amended,  are  fully  complied  with. 

Therefore,  we  may  safely  regard  the  federal  question  as  settled 
with  some  degree  of  satisfaction  by  the  amendment  of  section 
5219,  but  the  question  as  to  what  constitutes  a  fair  basis  of  taxa- 
tion for  national  banks  is  still  with  us,  and  I  fear,  will  ever  remain. 
Upon  this  question  I  hesitate  to  express  an  opinion,  but  certainly 
national  banks  have  no  just  grounds  for  complaint  if  they  are 
subjected  to  no  greater  burdens  than  other  lines  of  business.  I 
have  appended  some  comparative  tables  compiled  from  statistics 
of  income  published  by  the  United  States  Commissioner  of  Internal 
Revenue  and  from  the  reports  of  the  United  States  Comptroller  of 
Currency,  which  I  shall  not  attempt  to  read.  The  first  of  these 
tables  shows  conclusively  that  the  business  of  national  banks  is  by 
far  the  safest  and  most  stable  business  in  the  United  States,  and 
one  of  the  most  profitable. 

An   aggregate  of  the  figures  for  the  year  1919,  during  which 
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business  enjoyed  exceptional  prosperity,  and  the  year  1920,  during 
which  a  marked  reaction  began,  shows  that  only  7.02%  of  the 
national  banks  in  the  United  States  showed  deficits  for  those  years, 
as  compared  with  37.99%  among  all  business  corporations  other 
than  national  banks.  Segregation  of  the  other  business  corpora- 
tions shows  the  following  percentages  : 

Agriculture     52.44% 

Mining     66.  i   % 

Manufacturing     30.61% 

Transportation  and  public  utility   34.32% 

Trade     25.37% 

Public  service 29.83% 

Finance    28.97% 

The  ratio  of  reported  deficits  to  reported  income  is  even  more 
striking.  The  total  amount  of  deficits  reported  by  national  banks 
bears  a  ratio  of  only  1.34%.  to  the  total  amount  of  income  reported 
by  national  banks,  while  the  ratio  for  all  other  business  corpora- 
tions was  17.47%.  The  ratios  for  the  various  classes  of  business 
segregated  are  as  follows: 

Agriculture     57.86% 

Mining  and  quarrying 31.50% 

Manufacturing     12.86% 

Transportation   and   public   utilities    i3.oq% 

Trade     I7-3I% 

Public  service 18.48% 

Finance    24.64% 

The  statistics  for  the  same  two  years  further  show  that  the  ratio 
of  total  income,  less  total  deficits,  to  invested  capital,  including 
surplus  and  undivided  profits,  are  as  follows : 

National  banks    11.18% 

Business  corporations  other  than  national  banks 10.62% 

Business  corporations  segregated : 

Agriculture     5-07% 

Mining  and  quarrying 8.53% 

Manufacturing     15.16% 

Transportation  and  public  utilities    •  •  •  •  5-63% 

Trade 15.10% 

Public  service     12.52% 

Finance    '. 54i% 

The  other  table  shows  the  estimated  ratio  of  the  net  income  to 
invested  capital,  including  capital,  surplus  and  undivided  profits  of 
national  banks,  for  the  year  ending  June  30,  1922,  classified  ac- 
cording to  states  and  reserve  cities,  the  banks  outside  of  reserve 
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cities  being  separately  classified  in  those  states  in  which  reserve 
cities  are  located.  The  basic  figures  upon  which  the  calculations 
were  made  are  taken  from  the  reports  of  national  banks,  as  shown 
by  the  report  of  the  Comptroller  of  Currency  for  the  year  1922. 

These  tables  are  submitted  for  the  information  of  the  members 
of  the  conference,  with  the  hope  that  they  may  furnish  some  guide 
for  the  determination  of  a  fair  and  equitable  basis  for  the  taxation 
of  national  banks  wnthin  the  various  states.  Neither  the  states  nor 
the  national  banks  can  ask  more,  and  "  'tis  a  consummation  de- 
voutlv  to  be  wished." 
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TABLE  II 


Table  Showing  the  Estimated  Ratio  of  the  Net  Inxome  to  Invested 
Capital  (Including  Capital,  Surplus  and  Undivided  Profits)  of 
National  Banks  for  the  Year  Ending  June  30,  1922,  Classified 
According  to  States  and  Reserve  Cities,  the  Banks  Outside  of 
Reserve  Cities  Being  Separately  Classified  in  Those  States  in 
WHICH  Reserve  Cities  are  Located.  The  Basic  Figures  upon  which 
these  Calculations  are  Made  were  Taken  from  the  Reports  of 
National  Banks  as  Shown  by  the  Report  of  the  Comptroller  of 
THE  Currency  for  the  Year  1922. 

Note  :  The  report  of  the  Comptroller  of  the  Currencj'  shows  the  actual 
ratio  of  net  income  to  the  capital  and  surplus  of  the  banks  in  each  state 
and  city,  but  the  report  does  not  show  the  amount  of  undivided  profits  for 
each.  It  does  show  the  amount  of  undivided  profits  for  the  entire  United 
States,  and  for  the  purposes  of  this  table  the  total  undivided  profits  were 
allocated  to  each  state  and  city  in  proportion  to  the  amount  of  capital  and 
surplus  reported  by  the  banks  therein. 


Maine    1349 

New  Hampshire  12.95 

Vermont    I3-I5 

Massachusetts    11. 18 

Boston 9-02 

Rhode   Island    12.95 

Connecticut    17-30 

Ne-d)  England  States 11.87 

New  York    I5-2I 

Albany 14-39 

Brooklyn  and  Bronx 15.72 

Buffalo    13-42 

New  York  City iS-i3 

New  Jersey    17-38 

Pennsylvania    14-40 

Pittsburgh    I4-I7 

Philadelphia     i3-3o 

Delaware    10.91 

Maryland    14.04 

Baltimore    13-88 

Washington,  D.  C 14-54 

Eastern  States 14-83 

Virginia    I3-I3 

Richmond     14-23 

West  Virginia     15-04 

North   Carolina     11-54 

South  Carolina   7-04 

Charleston    9-5^ 

Georgia 6.47 

Atlanta    . . -_ 12.27 

Savannah    ." 10.88 

Florida    12.81 

Jacksonville    16.43 

Alabama    12.06 

Birmingham 19.08 


Mississippi    11-55 

Louisiana    .12 

New  Orleans   17-93 

Texas     5.91 

Dallas    19-63 

El  Paso    1447 

Fort  Worth   9.50 

Galveston    10.62 

Houston    11-57 

San  Antonio    10.68 

Waco     13-32 

Arkansas     11-83 

Little  Rock    13-97 

Kentucky    14-24 

Louisvi-lle     16.58 

Tennessee    14-29 

Chattanooga     13-32 

Memphis 14-05 

Nashville    18.36 

Southern  States 11.23 

Ohio     13-04 

Cincinnati     13-31 

Cleveland 16.25 

Columbus    12.30 

Toledo  11.27 

Indiana   14. iS 

Indianapolis     11. 41 

Illinois    14-29 

Chicago  Central   Res.    . .  12.32 

Chicago  Other  Res 15-98 

Peoria    10.91 

Michigan     17-29 

Detroit    13-92 

Grand  Rapids   8-77 

Wisconsin   14-42 

Milwaukee    12.84 
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Minnesota     10-74 

Minneapolis    9-25 

St.  Paul    16.07 

Iowa    8.04 

Cedar  Rapids 11. 15 

Des  Moines   16.72 

Dubuque 14-30 

Sioux  City   12.21 

Missouri    9.63 

Kansas  City  . 10.68 

St.  Joseph    9.40 

St.  Louis 12.24 


Pueblo   927 

New  Mexico    6.05 

Oklahoma     1.96 

Muskogee    II-55 

Oklahoma  City    8.97 

Tulsa     9.22 

Western  States    7-^0 


Middle  Western  States 


12.71 


North  Dakota 4.24 

South   Dakota   3.90 

Nebraska    7.38 

Lincoln    9.03 

Omaha     9.25 

Kansas    Ii.oi 

Kansas  City 31.08 

Topeka    28.48 

Wichita     8.37 

Montana   1.84 

Helena    16.95 

Wyoming    10.31 

Colorado     7.99 

Denver    13-34 


Washington    10.37 

Seattle    15-62 

Spokane    15-85 

Tacoma -82 

Oregon    6.35 

Portland    12.05 

California     14-38 

Los  Angeles 20.45 

Oakland    7-17 

San  Francisco   8.09 

Idaho     *  1.20 

Utah    11.53 

Ogden    9.83 

Salt  Lake   City   3.52 

Nevada    14.81 

Arizona   *  3. 10 

Pacific  States    10.76 

Total  United  States 12.72 


*  Indicates  deficit. 

Mr.  Walter  W.  Law,  Jr.:  Mr.  Chairman:  I  want  to  express 
my  thanks  to  j\Ir.  Gary.  I  think  that  was  a  very  valuable  paper, 
full  of  pertinent  and  valuable  information  and  very  clearly  ex- 
pressed. 

It  appears  very  prominently  from  that  paper,  that  there  are  two 
main  points  of  contention  that  are  still  in  existence  as  the  result 
of  the  amendment  of  section  5219,  last  March.  One  is  whether 
the  banks  shall  be  taxed  on  an  income  basis,  that  is,  on  a  basis  of 
the  net  income  of  the  bank,  or  whether  they  shall  be  taxed  on  the 
capital  value  of  their  shares.  The  second  is,  what  limitations 
shall  be  placed  by  Congress  on  the  tax  that  shall  be  applied  on 
either  of  those  two  bases. 

In  New  York  we  have  had  considerable  litigation  and  as  a  result 
a  number  of  plans  were  proposed  in  the  legislature  and  after  the 
federal  amendment  was  adopted  on  the  fourth  of  March,  an  act 
was  prepared  and  finally  approved  by  the  governor  of  New  York 
on  the  first  of  June,  being  chapter  897  of  the  laws  of  1923,  the 
purpose  of  which  was  to  legalize  for  the  future  the  bank  tax,  so  as 
to  put  an  end  to  the  litigation  which  was  already  in  progress. 

It  continued  the  tax  as  a  tax  on  the  capital  value  of  shares,  and 
it  adopted  for  the  limitation  exactly  the  words  of  section  5219  as 
amended. 
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I  have  been  a  watcher — an  interested  observer — of  this  matter, 
and  I  should  hke  very  much  to  make  a  few  remarks  as  to  my  own 
opinion  on  the  successes  that  New  York  met  with,  based  on  the 
amendment  to  section  5219.  I  think  the  legislature  of  New  York 
State  did  the  only  thing  it  could  do,  but  I  think  that  there  are 
some  things  that  are  desirable  in  the  wording  of  the  federal 
statute. 

Senator  Law  began  his  prepared  discussion. 

It  was  voted,  upon  motion  regularly  made  and  seconded,  that  the 
remaining  written  remarks  of  Senator  Law  be  printed  in  the 
record,  inasmuch  as  the  time  had  expired,  and  they  are  as  follows: 

EXTENSION  OF  REMARKS  OF  WALTER  W.  LAW,  Jr., 
ON  THE  TAXATION  OF  BANKS 

In  the  hearings  before  the  congressional  committee  relative  to 
the  amendment  of  section  5219  of  the  Revised  Statutes,  the  spokes- 
men for  the  American  Bankers  Association  urged  that  in  order  to 
protect  the  national  banks  from  excessive  taxation  it  was  necessary 
to  limit  the  tax  which  might  be  imposed  on  bank  shares  to  that 
imposed  on  moneyed  capital  in  the  hands  of  individual  citizens 
generally.  The  decision  in  the  Richmond  bank  case  (256  U.  S. 
638)  had  been  to  the  effect  that  such  was  the  meaning  of  section 
5219.     It  used  these  words : 

''  The  words  '  moneyed  capital  in  the  hands  of  individual 
citizens '  *  *  *  include  not  only  moneys  invested  in  private 
banking,  properly  so  called,  but  investments  of  individuals  in 
securities  that  represent  money  at  interest  and  other  evidences 
of  indebtedness,  such  as  normally  enter  into  the  business  of 
banking." 

And  on  the  subject  of  what  investments  do  compete  with  national 
banks  it  said : 

"  It  also  was  shown  by  evidence  without  dispute  that  moneyed 
capital  in  the  hands  of  individuals,  invested  in  bonds,  notes, 
and  other  evidences  of  indebtedness,  comes  into  competition 
with  the  national  banks  in  the  loan  market." 

The  bankers  seemed  to  think  that  without  the  protection  thus 
afforded,  national  banks  could  not  escape  oppressive  taxation  at 
the  hands  of  their  respective  states.  They  urged,  too,  that  state 
banks  and  trust  companies  enjoyed  a  like  protection,  because  of 
the  unwillingness  of  the  states  to  tax  the  state  banking  institutions 
higher  than  they  tax  national  banks. 

The  bankers'  association,  therefore,  urged  that  section  5219  be 
continued  without  amendment. 
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On  the  other  hand,  the  state  and  municipal  taxing  authorities 
who  advocated  a  change  in  section  5219  contended  that  the  section 
was  obscure  and  indefinite  in  its  wording.  It  has  been  the  subject 
of  litigation  and  judicial  interpretation  for  nearly  sixty  years  and 
now,  by  the  Richmond  decision,  is  given  a  different  meaning  than 
that  understood  by  many  to  have  been  ascribed  to  it  by  the  many 
decisions  in  which  it  had  theretofore  been  construed  and  applied. 

It  seems  hardly  necessary  to  point  out  that  it  is  of  the  first  im- 
portance that  any  statute,  whether  a  taxing  statute  or  one  enacted 
for  any  other  purpose,  shall  be  expressed  in  language  which  is 
capable  of  ready  comprehension  and  of  definite  application.  The 
words  *'  other  moneyed  capital  "  in  section  5219  had  been  variously 
interpreted  by  taxpayers  and  taxing  officials  for  over  fifty  years 
and  the  decisions  of  the  courts,  rendered  during  such  time,  were 
far  from  being  reconcilable  with  each  other. 

As  a  second  reason  for  amendment  it  was  urged  that  the  history 
of  taxation  in  this  country  and  abroad  shows  beyond  any  doubt 
that  it  is  impracticable  to  assess  and  tax  intangible  property  like 
real  estate  is  assessed  and  taxed;  that  many  states  are  trying  in 
other  and  more  modern  ways,  such  as  by  income  taxes,  to  collect 
revenue  from  such  property  and  that  the  provision  in  question 
would  discourage  or  put  an  end  to  such  commendable  efforts. 

And  in  addition,  it  was  urged  that  the  banks  need  fear  no  re- 
prisals, if  the  plan  put  forward  by  the  tax  officials  should  be 
adopted. 

It  is  well  to  recall  these  arguments  briefl.y,  in  order  to  provide  a 
background  for  the  events  which  have  taken  place  since  the  sec- 
tion was  amended  last  March. 

In  the  State  of  Xew  York  the  revenue  derived  from  the  bank 
tax  amounts  to  some  eight  million  dollars  per  annum.  Subsequent 
to  the  Richmond  decision  this  was  paid  under  protest  and  suits 
were  instituted  to  recover  back  the  taxes  paid  for  the  years  1920, 
1921  and  1922.  The  legislature  amended  the  tax  law,  following 
closely  the  words  of  the  federal  statute,  as  the  same  was  amended 
on  :\Iarch  4th,  1923. 

In  the  first  place,  the  tax  on  bank  shares  is  not  now  limited  by 
the  tax  imposed  upon  moneyed  capital  in  the  hands  of  individual 
citizens  generally.     Section  5219  now  provides: 

"  That  bonds,  notes,  or  other  evidences  of  indebtedness  in 
the  hands  of  individual  citizens,  not  employed  or  engaged  in 
the  banking  or  investment  business  and  representing  merely 
personal  investments  not  made  in  competition  with  such  busi- 
ness, shall  not  be  deemed  moneyed  capital  within  the  meaning 
of  this  section." 

This  proviso  removes  at  once   from  the  limiting  capital,   all  the 
personal  investments  of  individual  citizens.     It  narrows  by  a  very 
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large  proportion  the  class  which  is  included  in  the  limitation.  Very 
many  less  individuals  will  be  affected  by  an  increase  in  the  rate  of 
tax  levied  on  such  moneyed  capital  since  the  above  mentioned  pro- 
viso has  been  inserted  in  the  statute.  What  classes  of  persons 
does  it  leave  within  the  limiting  class? 

The  surplus  and  undivided  profits  of  savings  banks  {there  is  no 
capital  stock  of  savings  banks  in  New  York  State),  and  also  the 
deposits  therein,  would  seem  to  be  non-taxable  from  the  following 
quotation  from  the  case  of  Mercantile  Bank  v.  New  York,  121  U. 
S.  138: 

"  In  the  case  of  Savings  Banks,  we  assume  that  neither  the 
bank  itself  nor  the  individual  depositor  is  taxed  on  account 
of  the  deposits.  *  *  *  j^  cannot  be  denied  that  these  deposits 
constitute  moneyed  capital  in  the  hands  of  individuals  within 
the  terms  of  any  definition  which  can  be  given  to  that  phrase ; 
but  we  are  equally  clear  that  they  are  not  within  the  meaning 
of  the  Act  of  Congress  in  such  a  sense  as  to  require  that,  if 
they  are  exempted  from  taxation,  shares  of  stock  in  National 
Banks  must  thereby  also  be  exempted  from  taxation.  No  one 
can  suppose  for  a  moment  that  savings  banks  come  into  any 
possible  competition  with  national  banks  of  the  United  States. 
They  are  what  their  name  indicates,  banks  of  deposit  for  the 
accumulation  of  small'  savings  belonging  to  the  industrious 
and  thrifty.  To  promote  their  growth  and  progress  is  the 
obvious  interest  and  manifest  policy  of  the  state.  Their  multi- 
plication cannot  in  any  sense  injuriously  affect  any  legitimate 
enterprise  in  the  community." 

Similarly,  money  invested  in  railroad  companies,  mining  com- 
panies and  manufacturing  companies  would  seem  to  be  non-taxable 
under  the  statute  under  consideration.  I  quote  again  from  the 
Mercantile  Bank  case : 

"  Shares  of  stock  in  railroad  companies,  mining  companies, 
manufacturing  companies,  and  other  corporations,  are  repre- 
sented by  certificates  showing  that  the  owner  is  entitled  to  an 
interest,  expressed  in  money  value,  in  the  entire  capital  and 
property  of  the  corporation,  but  the  property  of  the  corpora- 
tion which  constitutes  its  invested  capital  may  consist  mainly 
of  real  and  personal  property,  which,  in  the  hands  of  indi- 
viduals, no  one  would  think  of  calling  moneyed  capital,  and 
its  business  may  not  consist  of  any  kind  of  dealing  in  money 
or  commercial  representative  of  money.  So  far  as  the  policy 
of  the  government  in  reference  to  national  banks  is  concerned, 
it  is  indifferent  how  the  states  may  choose  to  tax  such  cor- 
porations as  those  just  mentioned,  or  the  interest  of  individuals 
in  them,  or  whether  they  should  be  taxed  at  all.  Whether 
property  interests  in  railroads,  in  manufacturing  enterprises, 
in  mining  investments  and  others  of  that  description,  are  taxed 
or  exempt   from   taxation,   in  the   contemplation   of  the  law, 
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would  have  no  effect  upon  the  success  of  national  banks. 
There  is  no  reason,  therefore,  to  suppose  that  Congress  in- 
tended, in  respect  to  these  matters,  to  interfere  with  the  power 
and  policy  of  the  states." 

In  the  case  of  Aberdeen  Bank  v.  CheJialis  County,  166  U.  S.  460, 
money  invested  in  insurance,  gas  and  wharf  companies  would 
seem  to  be  classed  as  non-competitive  with  national  banks.  In 
that  case  it  was  alleged  that  the  tax  upon  national  bank  shares  was 
discriminatory,  because  stocks  and  bonds  of  insurance,  gas  and 
wharf  companies  were  exempted.     The  court  said : 

"  Even  if  it  be  conceded  that  the  stocks  and  bonds  of  in- 
surance, wharf  and  gas  companies  were,  in  point  of  fact,  ex- 
empted from  taxation,  such  companies  are  not,  as  we  have 
seen,  competitors  for  business  with  the  national  banks,  and, 
therefore,  might  be  legally  exempted." 

In  the  Mercantile  Bank  case,  supra,  it  was  further  held  that 
stock  in  corporations  created  by  other  states  is  not  moneyed  capital 
within  the  meaning  of  section  5219,  in  the  following  passage: 

"  The  same  considerations  apply  to  what  is  called  an  ex- 
emption from  taxation  of  shares  of  stock  of  corporations  cre- 
ated by  other  states  and  owned  by  citizens  of  Xew  York,  which 
it  is  agreed  amount  to  at  least  the  sum  of  $250,000,000.  It  is 
not  pretended,  however,  that  this  exemption  is  based  upon  the 
mere  will  of  the  legislature  of  the  State.  The  Courts  of  New 
York  hold  that  they  are  not  the  proper  subject  of  taxation  in 
the  State  of  Xew  York,  because  they  have  no  situs  within  its 
territory  for  that  purpose.  The  objection  would  be  equally 
good  if  made  to  the  non-taxation  of  real  estate  owned  by 
citizens  of  Xew  York  but  not  within  its  limits.  Clearly  the 
property  to  be  taxed  under  the  rule  prescribed  for  the  taxa- 
tion of  Xational  Bank  shares  must  be  property  which,  accord- 
ing to  the  law  of  the  state,  is  the  subject  of  taxation  within 
its  jurisdiction." 

And  property  held  for  charitable  and  religious  purposes  may  be 
exempted  from  taxation  without  entitling  national  bank  shares  to 
a  like  exemption. 

We  see  then  that  the  "  other  moneyed  capital,"  the  tax  upon 
which  is  to  be  used  as  the  measure  or  limitation  of  the  tax  on 
national  bank  shares,  is  that  held  by  comparatively  few  persons. 
The  persons  remaining  in  the  limiting  class,  it  seems,  are 

(a)  State  banks. 

(b)  Trust  companies  doing  a  banking  business. 

(c)  Private  bankers  who  accept  deposits  generally,   subject  to 
check  and  make  commercial  loans. 

There  is  quite  a  large  class  of  financial  firms  or  individuals  in 
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the  large  cities  who  do  a  business  more  or  less  nearly  approaching 
that  of  private  bankers.  There  are  the  stockbrokers  or  bond 
houses.  In  general,  their  business  may  be  said  to  consist  of  buying 
and  selling  securities  on  the  exchanges  and  on  commission,  and 
carrying  customers'  accounts  on  margins,  for  which  purpose  they 
lend  money  to  their  customers  and  in  turn  borrow  from  the  char- 
tered banks.  ]\Iany  such  houses  take  part  in  underwriting  syndi- 
cates, and  otherwise  buy  securities  for  their  own  account,  which 
they  sell  to  their  customers,  among  whom  are  the  national  banks 
themselves.  The  marked  distinction  between  such  houses  and  the 
private  bankers  is  that  they  do  not  receive  deposits  generally  nor 
make  commercial  loans.  Probably  there  are  some  houses  which 
might  be  classed  with  either  group  with  equal  propriety,  but  they 
are  few  in  number  and,  generally  speaking,  the  distinction  between 
the  two  classes  is  reasonably  clear. 

In  my  opinion  the  stock  broker  will  not  be  held  to  employ  his 
capital  in  competition  with  national  banks.  As  no  corporation 
can  belong  to  the  New  York  Stock  Exchange,  it  would  seem  that 
the  buying  and  selling  on  commission  cannot  be  held  to  be  com- 
petitive with  national  banks. 

Buying  and  selling  stocks  seems  to  be  clearly  beyond  the  powers 
of  a  national  bank. 

In  California  National  Bank  v.  Kennedy,  167  U.  S.  362,  the 
national  bank  was  sought  to  be  held  as  a  stockholder  of  an  insol- 
vent savings  bank  for  the  debts  of  the  latter,  and  pleaded  that 
the  ownership  of  the  stock  of  the  savings  bank  was  ultra  vires. 
The  Supreme  Court  upheld  the  contention  and  excused  the  national 
bank  from  liability  as  a  stockholder. 

"  It  is  settled  that  the  United  States  statutes  relative  to 
National  Banks  constitute  the  measure  of  the  authority  of  such 
corporations,  that  they  cannot  rightfully  exercise  any  powers 
except  those  expressly  granted  or  which  are  incidental  to 
carrying  on  the  business  for  which  they  are  established.  No 
express  power  to  acquire  the  stock  of  another  corporation  is 
conferred  upon  a  national  bank,  but  it  has  been  held  that,  as 
incidental  to  the  power  to  loan  money  on  personal  security,  a 
bank  may  in  the  usual  course  of  doing  such  business  accept 
stock  of  another  corporation  as  collateral,  and  by  the  enforce- 
ment of  its  rights  as  pledgee  it  may  become  the  owner  of  the 
collateral  and  be  subject  to  liability  as  other  stockholders. 
Gcrmania  National  Bank  v.  Case,  99  U.  S.  628.  So,  also,  a 
national  bank  may  be  conceded  to  possess  the  incidental  power 
of  accepting  in  good  faith  stock  of  another  corporation  as 
security-  for  a  previous  indebtedness.  It  is  clear,  however, 
that  a  national  bank  does  not  possess  the  power  to  deal  in 
stocks.  The  prohibition  is  implied  from  the  failure  to  grant 
the  power.    92  U.  S.  128,  First  Nat.  Bank  v.  Exchange  Bank." 
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The  question  of  dealing  in  bonds  and  other  evidences  of  debt  is 
not  as  clear,  although  passages  in  a  number  of  opinions  seem  to 
show  a  disposition  on  the  part  of  the  court  to  construe  the  statute 
regarding  the  powers  of  a  bank  rather  strictly.  Among  such  may 
be  mentioned  the  following:  National  Bank  of  Baltimore  v.  Maym; 
100  Fed.  24  (a  Circuit  Court  of  Appeals  case,  never  carried  to  the 
Supreme  Court). 

■'  The  specific  function  of  the  national  bank,  as  declared  by 
subdivision  7  of  Section  5136  of  the  Revised  Statutes,  is  as 
follows : 

"  '  To  exercise  by  its  board  of  directors,  or  duly  authorized 
officers  or  agents,  subject  to  law  all  such  incidental  powers  as 
shall  be  necessary  to  carry  on  the  business  of  banking;  by  dis- 
counting and  negotiating  promissory  notes,  drafts,  bills  of  ex- 
change, and  other  evidences  of  debt;  by  receiving  deposits; 
by  buying  and  selling  exchange,  coin  and  bullion;  by  loaning 
money  on  personal  security;  and  by  obtaining,  issuing  and 
circulating  notes  according  to  the  provisions  of  this  title.' 

"  The  business  of  banking,  as  defined  b)'  Mr.  Justice  ]\Iat- 
thews  in  the  Mercantile  National  Bank  case,  supra,  is  of  some- 
what wider  scope.     It  is  as  follows : 

"  '  The  business  of  banking,  as  defined  by  law  and  custom, 
consists  in  the  issue  of  notes,  payable  on  demand,  intended  to 
circulate  as  money,  where  the  banks  are  banks  of  issue;  in 
receiving  deposits  payable  on  demand;  in  discounting  com- 
mercial paper ;  making  loans  on  collateral  security,  buying 
and  selling  bills  of  exchange;  negotiating  loans;  and  dealing 
in  negotiable  securities  issued  by  the  government,  state  and 
national,  and  municipal  and  other  corporations.  *  *  *  ' 

"It  will  be  observed  that  the  'dealing  in  negotiable  securi- 
ties '  is  not  one  of  the  functions  of  the  national  bank  pre- 
scribed by  the  law  of  its  creation.  That  is  commonly  consid- 
ered the  business  of  a  broker,  but  we  are  not  required  in  this 
case  to  determine  whether  or  not  it  is  the  proper  business  of 
a  national  bank." 

In  Danforth  v.  Nat.  State  Bank  of  Elisabeth,  48  Fed.  271.  C.  C. 
A.,  there  occurs  the  following : 

"  If  then  there  is  any  essential  difference  between  discount 
and  purchase,  it  is  plain  that  a  national  bank  cannot  lawfully 
take  title  to  paper  by  purchase,  for,  where  there  is  no  grant 
of  power  to  these  banking  associations  to  do  an  act,  a  prohibi- 
tion against  the  exercise  of  the  power  is  implied.  First  Nat. 
Bank  V.  National  Exchange  Bank,  92  U.  S.  122.  Then  ob- 
serve the  power  of  '  discounting '  promissory  notes,  drafts, 
etc.  is  conferred  by  the  same  paragraph  which  authorizes 
*  buying '  exchange,  coin  and  bullion.  The  statute  thus  evinces 
great  care  and  nice  discrimination  in  the  use  of  words." 
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It  is  true  that  competition  is  a  question  of  fact,  to  be  decided 
according  to  the  circumstances  of  each  particular  case,  but  in 
reading  the  various  decisions  in  cases  dealing  with  section  5219, 
one  can  hardly  escape  the  conclusion  that  in  every  case  where  the 
question  of  competition  has  been  argued  the  court  has  shown  a 
tendency  to  uphold  the  taxing  statute  of  the  state  wherever  pos- 
sible, and  has  never  shown  eagerness  to  find  the  existence  of  com- 
petition. 

In  deciding  what  uses  of  moneyed  capital  constitute  competition 
with  national  banks  and  what  uses  do  not  constitute  competition, 
the  courts  should  distinguish  between  what  are  the  essential  func- 
tions of  a  national  bank  and  what  are  merely  incidental  or  occa- 
sional operations. 

If  we  consider  national  banking  as  carried  on  in  the  country  as 
a  whole,  there  is  scarcely  any  branch  of  financial  activity  in  which 
there  is  not  at  some  time  some  national  bank  engaged.  A  bank 
may  be  compelled  under  unusual  circumstances  to  take  over  and 
operate  a  farm,  or  a  factory,  or  a  railroad.  But  we  would  not  on 
that  account  say  that  all  capital  similarly  engaged  is  in  a  legal 
sense  competitive  with  the  business  of  national  banks.  Recently 
in  Shelby,  Montana,  three  national  banks  felt  called  upon  to  take 
part  in  financing  a  prize  fight.  We  would  not  on  that  account  say 
that  the  money  employed  in  connection  with  the  Dempsey-Firpo 
contest  was  employed  in  competition  with  the  business  of  national 
banks.  Surely  the  courts  will  hold  that  to  establish  competition  it 
must  be  shown  that  the  capital  is  employed  in  some  operation 
which  constitutes  one  of  the  essential,  regular,  well  recognized  and 
proper  functions  of  the  national  banks  of  the  state  and  locality 
concerned. 

The  two  outstanding  cases  where  the  courts  have  held  that  com- 
petition existed  are  the  Merchants  Natioiwl  Bank  of  Richmond 
case  (256  U.  S.  638)  and  the  Hanover  National  Bank  case  (234 
N.  Y.  345),  where  competition  had  been  alleged  by  the  relator, 
and  no  attempt  was  made  by  the  respondent  to  controvert  it.  and 
the  court  treated  the  matter  as  if  admitted. 

In  the  case  of  Merchants  National  Bank  v.  The  City  of  Rich- 
mond, it  is  said: 

"  The  words  '  moneyed  capital  in  the  hands  of  individual 
citizens '  *  *  *  include  not  only  moneys  invested  in  private 
banking,  properly  so  called,  but  investments  of  individuals  in 
securities  that  represent  money  at  interest  and  other  evidences 
of  indebtedness  such  as  normally  enter  into  the  business  of 
banking."  *  *  * 

"It  also  was  shown  by  evidence  without  dispute  that  moneyed 
capital  in  the  hands  of  individuals,  invested  in  bonds,  notes, 
and  other  evidences  of  indebtedness,  comes  into  competition 
with  the  national  banks  in  the  loan  market." 
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In  the  case  of  People  ex  rel.  Hanover  National  Bank  v.  Gold- 
fogle,  202  A.  D.  712,  the  court  said : 

"  The  relator  showed  that  the  total  assessed  value  of  all 
shares  of  state  and  national  banks  within  the  City  of  New 
York  for  the  year  1921  was  $591,057,307,  and  that  the  moneyed 
capital  in  the  hands  of  the  individual  citizens  employed  in 
competition  with  the  banks,  which  is  exempted  by  Sections  4a 
and  352  of  the  Tax  Law  from  any  taxation  other  than  the 
indirect  personal  income  tax  payable  by  the  owners  thereof, 
aggregated  upwards  of  $1,000,000,000;  and  it  was  so  found 
by  the  court  on  the  hearing  on  the  return  to  the  writ,  and  no 
exception  was  filed  thereto  and  no  appeal  has  been  taken 
therefrom." 

And  in  the  opinion  in  the  Court  of  Appeals  (234  N.  Y.  345) 
Judge  Pound  said : 

"  The  court  below  has  found  that  the  competing  capital  in 
the  hands  of  individuals,  subject  only  to  the  personal  property 
income  tax,  is  very  large." 

Mr.  Albert  E.  James  of  New  York  City,  a  well-known  tax 
authority,  says  in  a  memorandum  on  the  construction  of  chapter 
897  of  the  Laws  of  New  York  of  1923 : 

'■  It  is  our  opinion,  giving  due  consideration  to  the  purpose 
of  Congress  in  amending  Sec.  5219,  and  to  the  purpose  of  the 
legislature  in  adopting  Chapter  897,  that  only  private  bankers 
in  the  proper  and  narrow  sense  of  the  word,  are  brought 
within  the  terms  of  the  tax  on  moneyed  capital  by  the  pro- 
visions of  this  law.  Mere  investment  houses  whose  business 
consists  primarily  in  the  distribution,  wholesale  or  retail,  of 
securities,  and  buying  and  selling  for  the  account  of  others, 
that  is,  the  ordinary  type  of  commission  and  investment  houses, 
are  not  included  within  the  terms  of  Chapter  897." 

Moreover,  it  seems  not  improbable  that  the  national  bank  officers 
themselves  would  join  in  resisting  an  attempt  to  have  the  business 
of  stock  brokers  held  to  be  competitive  with  that  of  national  banks. 
The  business  of  the  one  class  of  institutions  fills  out  and  comple- 
ments that  of  the  other  class.  Stock  brokers  are  eagerly  sought  as 
customers  by  national  banks,  and  where  subsidiary  corporations 
have  been  formed  by  national  banks  for  the  purpose  of  trading  in 
securities,  including  stocks,  it  would  seem  that  such  subsidiary 
corporations  must  of  necessity  be  held  to  be  competitive,  under  the 
very  rule  which  would  class  stock  brokers  as  competitors. 

The  New  York  statute  which  was  enacted  in  1923  (Chap.  897). 
for  the  purpose  of  enabling  the  municipalities  to  levy  a  tax  on 
competing  moneyed  capital,  so  as  to  uphold  and  continue  the  tax 
on  shares  of  national  banks,  in  conformity  with  the  terms  of  sec- 
tion 5219,  provides  that  corporations  which  hold  or  emplov  their 
14 
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capital  in  competition  with  national  banks  shall  be  taxable,  and 
the  question  therefore  arises  if  there  will  be  any  considerable  num- 
ber of  individuals  who  as  stockholders  or  directors  in  such  cor- 
porations will  indirectly  pay  such  taxes,  and  thereby  increase  in 
that  state  the  number  of  individuals  included  among  the  class  of 
taxpayers  by  whose  taxes  the  bank  share  tax  will  be  limited. 

It  appears,  however,  that  moneyed  capital  employed  by  corpora- 
tions other  than  banking  or  quasi-banking  corporations  has  not 
been  considered  to  be  competitive  with  the  business  of  national 
banks. 

In  the  jMercantile  National  Bank  case,  supra,  that  subject  is  re- 
ferred to  in  these  words : 

"  Whether  property  interests  in  railroads,  in  manufacturing 
enterprises,  in  '  mining  investments,  and  others  of  that  de- 
scription, are  taxed  or  exempt  from  taxation,  in  the  contem- 
plation of  the  law,  would  have  no  effect  upon  the  success  of 
national  banks.  There  is  no  reason,  therefore,  to  suppose  that 
Congress  intended,  in  respect  to  these  matters,  to  interfere 
with  the  power  and  policy  of  the  States.  The  business  of 
banking,  as  defined  by  law  and  custom,  consists  in  the  issue 
of  notes  payable  on  demand,  intended  to  circulate  as  money 
where  the  banks  are  banks  of  issue ;  in  receiving  deposits 
payable  on  demand;  in  discounting  commercial  paper;  making 
loans  of  money  on  collateral  security;  buying  and  selling  bills 
of  exchange ;  negotiating  loans,  and  dealing  in  negotiable 
securities  issued  by  the  government,  state  and  national,  and 
municipal  and  other  corporations.  These  are  the  operations 
in  which  the  capital  invested  in  national  banks  is  employed, 
and  it  is  the  nature  of  that  employment  which  constitutes  it 
in  the  eye  of  this  statute  '  moneyed  capital.'  Corporations  and 
individuals  carrying  on  these  operations  do  come  into  compe- 
tition with  the  business  of  national  banks,  and  capital  '  in  the 
hands  of  individuals '  thus  employed  is  what  is  intended  to  be 
described  by  the  act  of  Congress." 

!Mr.  J.  F.  Zoller,  in  an  able  and  exhaustive  opinion  relating  to 
the  moneyed  capital  tax,  says : 

"  There  is  no  decision  anywhere  from  the  case  of  Van  Allen 
V.  Assessors,  3  Wall.  573,  decided  in  December,  1865,  to  the 
case  of  Hanover  National  Bank  v.  Goldfoglc,  234  N.  Y.  345. 
decided  by  our  Court  of  Appeals,  December  12,  1922,  which 
holds  that  moneyed  capital  in  the  hands  of  corporations  organ- 
ized to  carry  on  such  enterprises  as  manufacturing,  mining, 
insurance,  transportation,  telephone  or  telegraph  business,  the 
business  of  furnishing  gas.  light  or  power  or  wharfage  facili- 
ties and  others  of  a  similar  character,  not  engaged  by  virtue 
of  their  charters,  in  the  banking  or  quasi-banking  business, 
comes  into  competition  with  the  business  of  national  banks 
within  the  meaning  of  Section  5219  of  the  Federal  Revised 
Statutes." 
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It  is  true,  of  course,  that  interpretations  of  the  New  York  statute 
will  be  for  the  New  York  courts  alone,  but  as  the  Xew  York 
statute  was  obviously  passed  in  order  to  comply  with  the  federal 
section  5219,  it  would  be  surprising  if  the  Xew  York  courts  did 
not  follow  the  long  line  of  federal  decisions  on  that  subject  which 
are  already  available. 

If  then  the  object  of  the  American  Bankers  Association  has  been 
to  retain  a  broad  comprehensive  group  of  taxpayers  as  the  class 
which  must  suffer  the  imposition  of  a  tax  on  its  moneyed  capital 
at  the  same  rate  of  levy  as  the  levy  upon  shares  of  national  banks, 
it  seems  as  if  that  object  has  not  been  accomplished.  Under  the 
Xew  York  statute  we  have,  it  would  seem  from  the  foregoing 
analysis,  only  the  state  banks,  the  trust  companies  and  the  private 
bankers  in  the  limiting  class.  True,  that  is  a  larger  class  than  we 
had  before  the  amendment  of  the  federal  statute  of  March  4th, 
1923.  But  the  difference  consists  only  in  the  addition  of  the  pri- 
vate bankers,  who  are  not  a  numerous  class  in  any  state,  when 
compared  with  the  number  of  citizens  generally,  and  who  are,  be- 
sides, many  of  them,  already  owners  of  bank  shares.  Therefore, 
from  the  point  of  view  of  the  size  of  the  limiting  class,  the  amend- 
ment of  section  5219  was  not  a  great  advance.  It  gives  us  a  much 
smaller  class  than  we  had  as  the  result  of  the  Richmond  decision 
and  only  a  very  few  more  than  we  had  prior  to  that  decision. 

From  the  point  of  view  of  clearness  and  definiteness  of  wording, 
section  5219,  since  its  amendment,  is  perhaps  not  an  improvement 
over  what  it  was  before.  "  Moneyed  capital  in  competition  with 
the  business  of  national  banks  "  are  words  which  will  give  rise  to 
almost  as  much  difference  of  opinion  as  the  words  '"  moneyed 
capital." 

Would  it  not  then  be  well  if  Congress  will  again  amend  section 
5219,  so  as  to  provide  in  clear  and  precise  language  what  it  is 
probable  that  the  statute  now  means,  namely  that  the  tax  on  bank 
shares  shall  be  limited  by  the  tax  on  state  banks,  on  trust  com- 
panies doing  a  banking  business  and  on  private  banking  capital ; 
at  the  same  time  defining  what  private  banking  capital  is  and  in 
such  definition  including  the  test  of  receiving  deposits  from  the 
public  generally,  and  discounting  commercial  paper. 

And  this  amended  section  5219  should  not  interfere  with  the 
systems  now  in  force  in  the  various  states  for  deriving  tax  revenue 
from  intangible  property,  whether  by  means  of  an  income  tax,  a 
classified  property  tax  or  other  method,  nor  with  any  rational 
future  developments  of  the  tax  system  of  any  state. 

Then,  too,  the  states  legislating  on  that  subject  will  probably 
follow  the  wording  of  the  federal  statute  and  we  shall  have  in  the 
statutes  of  such  states  and  in  the  Revised  Statutes  a  statute  of 
which  we  shall  be  reasonablv  sure  of  the  meaning. 
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The  Xew  York  statute,  based  upon  and  largely  following  the 
wording  of  section  5219  as  amended  March  4th,  1923,  is  indefinite 
and  uncertain  in  its  meaning.  The  federal  statute  now  limits  the 
tax  on  shares  of  national  banks  probably  by  the  tax  on  state  banks, 
trust  companies  doing  a  banking  business  and  private  banks.  It 
would  be  well  to  further  amend  section  5219,  so  as  to  provide  as 
above,  in  definite  and  certain  terms,  and  to  include  a  definition  of 
private  banks,  which  might  provide  that  to  constitute  competition 
with  national  banks  it  must  be  shown  that  they  receive  deposits 
from  the  public  generally  and  discount  commercial  paper. 

Chairman  Lord  :  The  remarks  will  be  extended  in  the  record. 
You  have  still  a  minute  more  if  you  desire  to  use  it. 

Senator  Law:  I  will  just  take  advantage  of  that  to  this  extent, 
Mr.  Chairman :  My  own  opinion  is  that  the  present  amendment  of 
section  5219  is  not  acceptable  to  either  the  banks  or  to  the  states. 
It  does  not  give  the  banks  any  broader  basis  of  limitation ;  that  is, 
it  does  not  include  the  other  moneyed  capital  in  the  hands  of  indi- 
viduals, which  is  the  thing  that  I  understood  the  banks  were  de- 
sirous of  retaining;  it  is  not  clear  and  definite,  so  that  it  can  be 
understood  by  the  taxing  officials  who  have  to  apply  it,  and  there- 
fore it  would  be  desirable  to  further  amend  section  5219  and  to 
provide  that  the  limitations  shall  consist  of  the  capital  employed 
by  banks  and  trust  companies  and  private  banks.  As  a  suggestion 
of  what  constitutes  a  private  bank,  in  this  connection,  I  was  bold 
enough  to  suggest  that  the  two  essential  requirements  should  be 
that  it  receive  deposits  from  the  public  generally  and  discounts 
commercial  papers.     (Applause) 

Mr.  C.  p.  Link:  Mr.  Chairman,  Members  of  the  Conference: 
First,  I  want  to  add  a  word  of  tribute  to  our  worthy,  venerable 
and  most  excellent  past-president  Lord  for  the  fight  that  he  has 
carried  on  in  this  connection  during  the  last  two  years,  for  I  know 
that  it  has  taken  a  great  deal  of  his  life  during  that  period,  and  he 
carried  it  on  himself,  single-handed,  and  alone. 

Secondly,  I  wish  to  express  my  approval  of  having  gotten  at 
least  a  part  of  a  loaf.  There  has  been  some  criticism  because  the 
amendment  was  accepted  or  consented  to.  I  think  it  is  always 
better,  even  though  you  only  go  a  step,  to  take  that  small  step  if 
you  can't  go  the  full  distance. 

But  I  submit  in  all  candor,  that  section  5219  should  be  repealed 
in  toto.  There  is  no  excuse  for  it,  and  it  is  doubtful  indeed  whether 
or  not,  when  you  consider  all  elements  of  the  situation,  there  was 
even  an  excuse  for  it  fifty  years  ago.  If  there  was,  then  that 
time  has  certainly  long  since  gone  by. 

To  me,  as  a  tax  official,  it  is  deeply  to  be  regretted  that  the 
American  Bankers  Association  should  ask  Congress  for  a  continued 
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special  favor  of  this  kind,  and  far  more  deeply  to  be  regretted  that 
Congress  granted  that  request. 

As  I  see  it,  there  is  no  more  earthly  reason  for  the  national  banks 
asking  special  favors  of  this  kind  than  there  would  be  for  the 
farmers  or  for  city  real  estate,  or  stock  men,  or  other  people,  to 
ask  such  a  favor.  And  what  would  the  country  think  of  the  far- 
mers if  we  should  even  think  of  asking  such  a  favor  as  this  ? 

Mr.  Chairman :  As  I  see  it,  this  is  not  a  closed  incident,  nor  will 
it  ever  be  closed,  until  section  5219  is  entirely  repealed  and  the 
very  unfortunate  and  unpleasant  memories  in  connection  there- 
with forgotten. 

We  are  given  an  option  of  choosing  one  of  three  ways  in  which 
we  may,  under  congressional  grant,  tax  national  banks.  We  are 
committed,  in  principle,  on  top  of  property  taxation,  to  tax  the  in- 
comes from  farms,  city  real  estate  and  all  other  property.  Think 
of  the  shame  of  being  so  restricted  with  respect  to  this  great  wealth. 

And  just  a  brief  closing  statement;  there  is  a  vast  difference 
between  bank  stock  and  other  intangibles.  When  bankers  organize 
a  bank,  either  private,  state  or  national,  they  become  a  going  busi- 
ness concern  in  the  community  and  bear  no  comparison  whatever 
with  money,  bank  deposits,  notes  and  other  intangibles  of  that  kind. 
I  want  to  say,  however,  that  I  am  in  accord  with  the  American 
Bankers  Association  in  insisting  that  all  state  and  private  banks  or 
bankers  be  treated  as  national  banks  should  be.     (Applause) 

Mr.  Powell  (New  York)  :  Mr.  Chairman  and  Gentlemen  of  the 
Conference :  There  seem  to  be  two  opposing  camps  in  the  confer- 
ence here — those  representing  the  bankers,  who  are  anxious  to 
pay  little  taxes,  if  I  may  put  it  that  way,  although  I  do  not  mean 
it  in  an  offensive  sense ;  and  those  representing  the  state  tax  com- 
missions and  the  assessors,  who  want  to  get  as  much  revenue  as 
possible  for  the  community.  There  is  indeed  a  third  element  to 
be  considered,  and  that  is  the  general  business  organizations  who 
are  drawn  into  this  tax  net,  by  the  new  laws,  and  the  community 
in  general,  which  is  anxious  to  see  that  a  fair  system  of  taxation 
is  evolved  out  of  all  this  confusion. 

It  may  be  of  some  interest  to  you  gentlemen  of  the  conference 
to  learn  of  our  experience  in  New  York  with  the  bank  tax  legis- 
lation, due  to  the  litigation  in  the  Richmond  and  the  Hanover  bank 
cases  that  have  been  referred  to  by  Mr.  Gary. 

I  do  not  quite  agree  with  Mr.  Link  that  repealing  section  5219 
would  remedy  the  situation.  I  think  we'd  still  have  plenty  of  liti- 
gation; enough  to  keep  most  of  us  lawyers  busy  for  some  time  to 
come;  and  I  am  rather  inclined  to  think  that  section  5219,  as 
amended,  is  a  very  fair  piece  of  legislation  for  the  present. 

I  can  readily  understand  that  all  the  states  that  are  affected  by 
the  bank  tax  litigation  are  naturally  interested  in  holding  to  the 
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local  tax  on  bank  shares.  That  gives  them  the  most  revenue.  Of 
course,  under  this  new  legislation,  they  must  tax  other  moneyed 
capital.  Now,  no  one  seems  to  know  just  what  "  other  moneyed 
capital  "  is,  particularly  as  it  has  been  defined  as  meaning  "  other 
moneyed  capital  in  competition  with  national  banks."  Even  the 
judges  seem  to  have  had  their  doubts  as  to  what  "  other  moneyed 
capital  "  means,  so  the  ordinary  assessor  has  had  his  difficulties. 

This  is  in  a  brief  way  what  happened  to  the  New  York  law. 
We  amended  our  law  to  agree  with  section  5219.  Under  that  law 
we  had  to  put  "  other  moneyed  capital  "  on  the  books  and  our 
assessors  were  very  busy  trying  to  find  out  what  it  was.  I  had 
occasion  to  go  to  our  New  York  offices  from  time  to  time  and  I 
found  our  New  York  officials  busy  with  the  telephone  books.  They 
looked  up  the  classified  telephone  book  and  took  every  name  of 
every  occupation  that  seemed  to  have  any  bearing  on  moneyed 
capital.  They  took  out  the  names  of  factors,  commission  mer- 
chants, pawn-brokers,  bankers,  discount  corporations,  finance 
companies,  and  every  possible  classification  of  a  business  that 
might  have  something  to  do  with  moneyed  capital.  If  you  were 
not  in  the  classified  telephone  book,  you  escaped.  (Laughter) 
After  they  got  through  with  that  they  sent  notices  to  the  persons 
whose  names  they  copied,  including  corporations  and  associations, 
and  said,  "  We  should  like  to  have  a  report  from  you,  otherwise 
you  will  be  subject  to  our  new  law,"  and  specified  the  penalties. 
A  good  many  ignored  it,  and  a  good  many  said,  "  Why,  we  haven't 
any  moneyed  capital  that  comes  in  competition  with  the  national 
banks;  you  haven't  any  jurisdiction  over  us." 

But  most  of  those  who  were  assessed  filed  reports,  and  thereby 
the  officials  got  some  ammunition  to  assess  the  unfortunates.  They 
assessed  them  in  very  large  sums.  They  started  with  about  one 
hundred  thousand  dollars  and  ran  it  up  to  one  million  dollars  per 
assessment.  They  had  about  two  or  three  billion  of  assessments  on 
the  New  York  assessment  rolls.  Then  they  jiotified  them  that  they 
were  assessed  and  that  if  they  didn't  appear  on  Assessment  day  they 
would  be  fined.  Then  the  trouble  began.  (Laughter)  Most  of 
those  who  were  assessed  took  out  certiorari  proceedings  and  nearly 
every  one  who  was  assessed  said,  "  We  have  no  moneyed  capital 
engaged  in  competition  with  national  banks  " — whether  they  were 
private  bankers,  pawn  brokers,  factors  or  commission  merchants. 

The  curious  phase  of  the  situation  that  was  presented  to  me 
was  this:  Some  of  our  big  private  bankers  —  bankers  like  J.  P. 
Morgan  &  Co.,  and  Kuhn  Loeb  &  Co.,  and  others  of  that  char- 
acter, said,  "  We  have  no  capital  that  can  be  taxable  as  engaged 
in  competition  with  national  banks;  we  have  (let  us  say),  for  in- 
stance, fifty  millions  of  capital  in  our  business,  but  it  is  all  invested 
in  United  States  bonds,  municipal  securities  and  other  non-taxable 
property,  and  therefore  you  can't  tax  us." 
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This  presents  a  rather  novel  situation.  You  know  the  history  of 
the  Richmond  case,  as  it  has  been  explained  to  you.  The  trouble 
in  that  case  was  that  they  held  the  Virginia  law  unconstitutional 
because  they  did  not  tax  these  private  bankers.  Now  the  private 
bankers  come  in  and  perhaps  show  that  a  large  part  of  their  capital 
is  invested  in  these  non-taxable  securities. 

That  leads  me  to  this  point,  which  you  may  take  for  information 
and  for  study :  that  this  whole  national  bank  tax  is  outworn ;  it  is 
a  relic  of  the  time  when  you  had  your  general  property  tax.  They 
selected  the  banks  —  and  I  have  no  brief  for  the  banks,  I  do  not 
represent  any  of  them  —  because  they  could  not  escape  taxation, 
and  taxed  them  locally  at  two  per  cent  or  two  and  one-half  per  cent; 
in  New  York  we  tax  them  a  little  more  easily,  at  one  per  cent. 

At  this  point  the  chairman  said  the  time  allotted  to  ^Ir.  Powell 
had  expired. 

Mr.  Saxe:  ^^Ir.  Chairman,  I  want  to  compliment  Mr.  Gary  on 
the  very  excellent  review  of  the  history  of  the  litigation  in  con- 
nection with  the  bank  tax  situation,  but  I  want  to  dissent  from 
that  review  to  this  extent:  He  said  that  it  was  generally  accepted; 
generally  imderstood;  that  the  term  "'moneyed  capital,"  as  used  in 
section  5219,  meant  the  moneyed  capital  of  state  banks,  and  state 
banking  institutions,  and  it  was  for  that  reason  that  some  of  the 
states  went  wrong. 

Now,  Mr.  Chairman,  I  submit  that  there  is  absolutely  no  reason 
for  that  impression  at  all.  If  the  gentlemen  who  frame  tax  laws 
would  study  the  decisions  at  the  time,  they  would  not  get  into  the 
difficulties  that  they  sometimes  do.  That  is  what  was  done  wuth 
their  bank  stock  tax  laws.  Because,  as  far  back  as  1866  (even 
before  the  words  "'  state  banks  "  were  taken  out  of  the  statute,  in 
1868)  the  United  States  Supreme  Court  made  it  very  clear  what 
"moneyed  capital"  meant  in  section  5219.  They  said  in  the  case 
of  the  People  against  Commissioners,  Fourth  Wallace,  that  "  no 
greater  proportion,  or  percentage  of  tax  on  the  valuation  of  the 
shares  should  be  levied  than  upon  other  moneyed  taxable  capital  in 
the  hands  of  the  citizens ;"  and  they  said  again.  '"  They  [the  taxes] 
cannot  be  greater  than  the  citizens  impose  upon  themselves." 

Now  when  they  say  that  the  Richmond  case  implies  some  sort  of 
a  new  rule,  again  they  are  wrong.  When  they  criticize  the  cor- 
poration counsel  of  the  city  of  Richmond  for  not  putting  any  proof 
in,  they  are  wrong.  He  didn't  need  to  put  any  proof  in,  as  it  would 
have  contravened  the  interpretation  of  the  statute,  as  the  Supreme 
Court  had  already  construed  it  forty  years  before  in  Boyer  against 
Boyer,  which  came  up  from  the  State  of  Pennsylvania.  And  yet 
the  state  court  disregarded  that  decision  entirely.  Now  see  what 
happened  then :  In  the  early  eighties  Pennsylvania,  one  of  the  verv 


216  NATIONAL  TAX  ASSOCIATION 

earliest  states  to  adopt  the  classified  property  tax,  put  a  low  rate 
on  intangibles,  first  three  per  cent  and  then  four  per  cent,  and  the 
question  then  came  up  as  to  the  taxability  of  bank  stock  at  the 
full  local  rate  and  the  United  States  Supreme  Court  held,  revers- 
ing the  Supreme  Court  of  Pennsylvania,  that  where  a  state  put  a 
low  rate  on  intangibles  it  could  not  tax  bank  stock  at  any  higher 
rate — and  that  was  nearly  forty  years  before  the  Richmond  case. 
I  submit  that  all  the  attorneys  for  the  bank  had  to  do  in  the  Rich- 
mond case  was  to  have  relied  on  Boyer  against  Boyer. 

But  they  went  further,  following  the  theory  of  the  Mercantile 
Bank  case,  that  they  had  to  show  that  the  moneyed  capital  in  the 
hands  of  individuals  was  in  competition  with  the  banks;  they 
offered  such  proof  and  it  was  not  controverted. 

Now,  Mr.  Wingo,  the  gentleman  in  the  House  from  Arkansas, 
whose  statement  was  read  from  the  Congressional  Record  by  Mr. 
Gary,  has  well  stated  the  law,  and  he  has  well  stated  the  proposition 
that  Congress  did  not  intend  to  lay  down  any  new  rule  by  the 
amendment  to  section  5219,  enacted  at  the  last  session;  that  all 
they  intended  to  do  was  to  restate  the  rule  and  put  it  into  the 
statute,  so  that  those  who  legislate  in  the  states  could  see  it  there, 
if  they  were  careless  enough  not  to  look  up  the  decisions. 

Without  doubt,  section  5219  as  amended  is  not  perfect.  There 
is  sound  reason  why,  in  the  income  tax  states,  they  should  have 
the  right  to  tax  the  dividends  of  stockholders  as  personal  income, 
if  they  also,  as  they  do  in  some  but  not  all  the  states,  tax  the  divi- 
dends of  stockholders  from  corporations  as  personal  income,  and  I 
think  that  would  be  conceded.  But  the  general  principle  of  pro- 
tecting the  bank  stockholders  to  the  same  extent  that  other  holders 
of  moneyed  capital  are  taxed,  is  a  very  sound  principle,  and  if  you 
will  read  the  early  decisions  of  the  United  States  Supreme  Court, 
where  that  great  court  goes  into  the  reasons  for  that  protection,  I 
think  all  your  doubts  on  the  subject  will  be  removed. 

It  is  very  easy  to  show  that  banks  are  more  successful  than 
ordinary  business;  they  necessarily  must  be,  because  they  are  very 
much  restricted  in  their  operations  by  law,  and  if  they  were  not 
successful,  they  would  not  have  the  depositors  and  they  would  not 
be  safe  institutions.  That  proves  nothing  with  respect  to  the  taxa- 
bility of  banks  or  of  the  stock. 

I  say  that  the  rule  as  originally  laid  down  by  Congress,  as  re- 
stated by  Congress  and  as  interpreted  by  the  United  States  Supreme 
Court  is  safe  and  sound  economics  and  good  taxation.     (Applause) 

Mr.  Bryan  (of  Virginia)  :  Mr.  Chairman,  I  am  Mr.  Bryan  of 
Richmond  and  attorney  for  the  Virginia  Bankers  Association.  T 
desire  to  speak  briefly  on  the  suggestion  made  by  my  friend  Mr. 
Link.  Before  I  get  to  that  I  wish  to  differ  with  my  brother,  Mr. 
Gary,  in  one  particular  only.     In  the  very  excellent  paper  which 
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he  read,  he  made  a  reference  to  the  "bitter  controversy"  between 
the  banks  and  the  tax  commissioners.  I  would  move  respectfully 
to  strike  out — 

Mr.  Gary  :  I  beg  your  pardon.  I  said,  "  every  inch  of  the 
ground  was  bitterly  contested." 

Mr.  Bryan  :  Very  good,  I  accept  your  explanation,  although  the 
distinction  is  not  perfectly  clear  to  my  mind,  (laughter)  and  we 
will  use  it  for  a  further  text;  that  is,  gentlemen,  that  we  have,  on 
both  sides,  I  believe,  been  endeavoring  in  the  best  spirit  to  reach 
a  solution  of  this  great  question,  and  we  are  veterans.  I  look  at 
Senator  Law,  Mr.  Leser  and  others,  and  I  am  proud  to  class  myself 
with  them.  We  fought  through  this  thing  both  in  the  haUs  of 
Congress  and  elsewhere. 

As  my  time  is  very  limited,  I  will  thank  you  to  give  me  that 
same  signal  —  one  minute  warning  —  which  you  gave  one  of  my 
predecessors.     (Laughter) 

This  is  the  point,  Mr.  Chairman,  that  we  ought  to  eliminate  all 
of  the  impossible  things  and  endeavor  to  get  to  a  conclusion  and 
harmony,  if  we  can,  upon  the  one  or  two  essential  things. 

The  City  of  Richmond  has  itself  to  blame  for  the  decision  in  the 
Richmond  Bank  case,  in  that  it  laid  an  outrageously  excessive  tax 
upon  the  banks  of  Richmond.  The  banks  which  I  have  the  honor 
to  represent,  and  have  for  twenty  years,  took  the  fundamental 
proposition  that  they  are  wiUing  to  pay  a  fair  tax,  a  reasonable 
tax,  a  tax  as  to  which  they  will  make  no  meticulous  distinctions  as 
to  five,  ten  or  fifteen  mills,  but  they  will  not  stand  for  a  double 
tax  upon  them,  as  against  property  which  is  substantially  the  same 
as  theirs. 

So  much  for  that. 

Now,  as  to  my  friend  ]\Ir.  Link's  suggestion,  that  we  endeavor 
to  obtain  the  repeal  of  section  5219 :  Mr.  Link  is  not  an  old  man 
and  he  has  perhaps  forgotten  the  great  case  of  Osborn  against  the 
Bank  of  the  United  States,  which  was  decided  by  Chief  Justice 
Marshall  in  one  of  his  most  notable  opinions,  and  in  which  the 
facts  were  substantially  these:  The  State  of  Ohio  said,  "We  will 
not  allow  the  Bank  of  the  United  States  to  do  business  within  our 
state,  and  we  will  tax  it  out  of  existence  " — and  it  sent  its  execu- 
tive officer  into  the  Bank  of  the  United  States  at  some  point  in 
Ohio,  and  took  out  ninety-eight  thousand  dollars  in  money  and 
took  it  to  Columbus,  the  capital,  and  the  Supreme  Court  of  the 
United  States  said  that  should  never  be  permitted  against  the  Bank 
of  the  United  States,  that  it  was  a  governmental  function,  essential 
to  the  administration  of  the  public  business,  and  that  the  govern- 
ment could  not  get  along  without  it,  and  that  the  states  must  not 
tax  it  out  of  existence. 
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I  know  that  my  time  is  nearly  up,  and  I  will  only  say  this:  Pat- 
rick Henry  said  that  the  only  light  upon  our  path  for  the  future 
was  the  experience  of  the  past. 

Gentlemen,  this  is  not  a  little  temporary,  pecuniary  question ; 
there  is  a  great  principle  that  underlies  this,  and  if  you  repeal 
section  5219  of  the  Revised  Statutes,  you  at  once  say  to  the  states, 
"  Go  ahead ;  tax  the  national  banks  pretty  much  as  you  please,  and 
if  you  choose,  out  of  existence."  But  you  say,  "  Why,  that  is  not 
apt  to  occur,  we  have  got  everj-thing  smooth  and  regulated  and 
easy-running." 

Gentlemen,  the  point  is  this:  As  legislators  (and  that  is  what 
you  are  constructively)  you  should  provide  for  the  future  and  you 
should  contemplate  at  least  the  possibility  of  a  furious  spirit  as- 
serting itself  in  this  Nation  as  it  did  in  1825,  and  of  an  endeavor 
by  taxation  to  wipe  out  a  great  arm  of  this  government.    (Applause) 

CoLOXEL  Thomas  (of  Vermont)  :  It  occurred  to  me  as  this  talk 
has  been  going  on,  in  regard  to  the  repeal  of  section  5219,  that 
perhaps  we  had  better  go  slow.  I  think  that  the  gist  of  the  de- 
cisions that  the  gentlemen  have  been  talking  about  is  to  the  eftect 
that  without  some  permissive  legislation  by  Congress,  the  states 
cannot  tax  national  banks  in  any  way.  Now  let  us  search  the 
statutes  and  see  whether  there  is  that  permission  outside  of  the 
section  that  we  are  talking  about.  I  am  a  little  of  the  opinion  that 
there  is  not,  although  I  may  be  wrong,  and  if  I  am  in  error  in  this. 
I  should  be  glad  to  be  corrected,  but  I  think  the  only  permission  is 
in  that  section,  so  that  probably  we  had  better  go  slow  in  repeal- 
ing it.     (Laughter) 

Now,  I  do  think  that  it  needs  amending.  I  think  that  as  it  now 
stands,  it  opens  the  door  to  considerable  doubt  and  litigation, 
especially  in  regard  to  what  is  '"  moneyed  capital,"  that  must  be 
subjected  to  the  same  taxation  that  national  bank  capital  is  sub- 
jected to.  It  appears  in  one  section  to  exempt  that  moneyed  capital 
that  is  invested  in  a  private  way  by  individuals,  but  it  does  not 
stop  there  but  goes  on  to  limit  the  exemption  to  that  moneyed 
capital  that  is  not  in  competition  with  the  business  of  the  national 
banks,  or  that  in  substance.  It  seems  to  me  that  right  there  is  the 
difficulty  of  interpretation  —  is  a  loan  by  a  private  individual  in 
competition  with  the  business  of  the  national  banks,  or  is  it  not  ? 
It  seems  to  me  that  something  a  little  clearer  needs  to  be  written 
into  the  law.  I  do  not  care  to  take  any  more  of  your  time.  (Ap- 
plause) 

Judge  Leser  :  I  am  still  sufficiently  interested  in  this  question, 
although  there  is  no  immediate  concern  regarding  it  in  my  state, 
but  I  am  sufficiently  interested  in  it  to  make  this  point :  Let  us  get 
our  perspective ;  let  us  remember  also  that  this  whole  Richmond 
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Bank  litigation  rests  essentially  upon  the  humbug;  it  rests  upon 
the  fallacy,  not  that  the  Richmond  banks  were  assessed  too  high, 
because  they  only  paid  at  the  rate  of  SI. 75,  with  deductions  for 
real  estate,  but  because  their  supposed  competitors  were  taxed  too 
low.  The  rate  on  the  supposed  competing  capital  at  that  time  was, 
if  I  recall  it,  95c.,  while  the  rate  on  the  national  bank  shares  was 
$1.75.  That  was  their  grievance.  That  is  the  first  humbug.  The 
proof  of  the  fact  that  it  was  a  humbug  lies  in  this :  that  after  they 
won  this  decision,  through  a  series  of  misunderstandings  right 
down  the  line,  these  bankers  themselves  got  on  their  knees  to  the 
legislature  of  Virginia  to  reduce  the  tax  on  the  competing  capital 
and  it  was  reduced  and  today  that  rate  is  55c. 

This  whole  mess,  therefore,  rests,  as  I  say,  upon  a  case  of  abso- 
lute humbug. 

I  was  going  to  make  the  point  that  Mr.  Thomas,  of  Vermont, 
made  in  regard  to  'Mr.  Link's  suggestion  for  repealing  this  section. 
It  can't  be  repealed  altogether.  You  have  got  to  leave  in  there 
just  a  little  clause,  of  about  one  or  two  lines,  in  which  Congress 
authorizes  the  states  to  tax  the  shares  of  national  banks  and  their 
real  estate.  The  rest  of  it  will  take  care  of  itself.  You  have  got 
the  Fourteenth  Amendment  to  guarantee  them  against  any  im- 
proper discrimination  —  the  same  Fourteenth  Amendment  which 
stands  there  to  protect  other  property  owners.  There  is  no  section 
5219  that  protects  railroads  against  discrimination,  and  certainly 
in  this  country  there  has  been  a  greater  prejudice  against  that 
form  of  corporation  than  there  has  been  against  banks.  What  are 
national  banks  ?  They  are  owned  by  human  beings  that  are  citizens 
of  all  the  states.  I  do  not  know  how  many  tens  of  thousands  of 
stockholders  there  are;  millions  of  persons  are  interested  in  the 
banks.  You  have  also  the  state  constitutions  that  require  uniform- 
ity as  between  state  banking  institutions  and  national  banks.  They 
have  every  protection  that  they  are  entitled  to  in  all  decency. 

Therefore,  if  Congress  simply  passed  an  enabling  act  permitting 
the  states  to  tax  the  shares  and  the  real  estate  of  national  banks, 
everything  useful  would  be  accomplished  and  ever}thing  to  which 
the  banks  are  entitled.     (Applause) 

Mr.  Sims  :  Mr.  Chairman,  In  the  first  place.  I  should  like  to  be 
of  some  assistance  in  the  adjustment  of  this  controversy  between 
our  friends  from  Virginia.  I  would  suggest  that  the  word  "  vali- 
antly "'  be  substituted  for  the  word  '"bitterly."  (Laughter)  That 
is  more  in  harmony  with  the  chivalrous  spirit  of  our  Southern 
friends. 

Speaking  more  directly  to  the  question  at  issue,  I  have  no  serious 
criticism  to  ofifer  of  section  5219,  as  amended.  In  the  first  place, 
we  are  living  under  a  dual  system  of  government.  It  is  perfectly 
proper  that  each  sovereign  should  have  its  laws,  and  so  far  as 
possible  they  should  be  in  harmony. 
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I  agree  with  the  gentleman  from  Vermont  and  the  other  gentle- 
man who  has  spoken,  that  Congress  should  by  an  enabling  act 
authorize  the  states  to  tax  federal  banks. 

It  is  true  with  us  in  West  Virginia,  as  with  the  gentleman  from 
^Maryland,  that  this  question  does  not  directly  affect  us,  because 
we  impose  only  a  tax  upon  bank  stock  and  the  federal  banks  are 
taxed  exactly  in  the  same  manner  as  state  banks  are. 

Judge  Hough  :  ]\Ir.  President  and  Gentlemen  of  the  Conven- 
tion :  It  seems  to  me  that  the  whole  question  which  has  arisen  in 
the  courts  and  in  Congress,  in  regard  to  the  taxation  of  national 
banks,  is  based  upon  an  archaic  idea  that  there  is  a  particular  ani- 
mosity against  national  banks  existing  in  the  states.  It  would,  of 
course,  not  do  to  repeal  section  5219  and  enact  no  legislation  in 
place  of  it,  for  it  is  only  by  virtue  of  section  5219  that  national 
banks  may  be  taxed  at  all.  It  seems  to  me  that  it  is  idle  to  suggest 
that  because  in  1825  the  State  of  Ohio  was  going  to  abolish  national 
banks,  for  that  reason  we  must  now  have  a  limitation  upon  the 
power  of  the  states  in  regard  to  the  taxation  of  national  banks. 

The  legislation  which  has  recently  been  enacted  by  Congress  has 
only  partially  eliminated  the  evils  which  existed  in  that  law.  I  say 
this  without  any  regard  to  the  situation  in  my  own  state  of  In- 
diana, for  there  we  tax  the  shares  of  national  banks  exactly  as  we 
tax  the  shares  in  state  banks,  in  private  banks,  in  trust  companies, 
and  moneyed  capital  in  the  hands  of  lawyers  and  farmers  and 
business  men  who  loan  money,  all  the  w^ay  from  $100  to  a  neigh- 
bor, up  to  thousands  of  dollars  upon  mortgages. 

But  the  point  I  wish  to  make,  gentlemen,  is  that  any  limitation 
upon  the  manner  in  which  national  banks  may  be  taxed  is  useless 
and  that  we  should  have  a  permissive  federal  statute  which  would 
permit  the  states  to  tax  national  banks  exactly  as  all  other  property 
is  taxed.  Why  should  they  not  be  taxed  the  same  as  other  property 
is  taxed?  What  good  reason  can  there  be  given  for  it  not  being 
done?  National  banks  are  as  purely  local  institutions  in  the  states 
of  the  Union  as  are  the  state  banks.  There  is  no  reason  that  I  can 
see  why  the  shareholders  should  be  taxed,  instead  of  taxing  the 
bank  itself.  Why  shouldn't  the  tax  be  levied  against  the  national 
bank?  It  is  an  entity;  it  is  a  banking  institution,  just  exactly  as 
our  state  banks  are  banking  institutions,  and  as  a  general  rule 
ninety-five  per  cent  of  the  capital  stock  of  national  banks  is  owned 
locally — perhaps  even  more  than  that — and  there  is  no  reason  in 
common  sense  why  a  national  bank  should  not  be  taxed  exactly  as 
the  other  property  of  the  state  is  taxed.  The  Fourteenth  Amend- 
ment, without  any  other  statute,  will  afford  it  all  the  protection 
that  is  afforded  to  any  other  financial  institution  or  corporation  or 
individual  citizen  of  the  state. 

There  cannot,  it  seems  to  me,  be  any  reason   for  a  limitation 
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upon  the  method  by  which  national  banks  should  be  taxed,  unless 
it  springs  from  some  utterly  selfish  reason  which  might  grow  out 
of  the  fact  that  they  desire  better  and  different  treatment  from 
state  banks  or  from  private  banks,  or  from  other  financial  institu- 
tions which  are  owned  and  operated  locally. 

Every  reason  which  originally  existed  for  the  enactment  of  sec- 
tion 5219  has  disappeared  —  and  it  disappeared  at  the  time  the 
Fourteenth  Amendment  to  the  Constitution  was  adopted,  which 
guarantees  to  every  citizen,  to  ever\'  corporation,  and  to  every  in- 
stitution equal  rights  before  the  law.  I  cannot  see  how  there  is 
any  occasion  or  any  need  for  a  special  permissive  statute  fixing 
any  particular  method  or  manner  or  measure  by  which  the  shares 
of  stock  in  national  banks  shall  be  taxed.  It  seems  to  me  that  the 
whole  idea  that  they  need  special  protection  from  the  vicious  and 
bitter  feelings  of  the  states  against  national  banks  is  not  based 
upon  facts. 

The  contest  which  we  had  in  securing  the  rather  inadequate  law 
which  was  enacted,  I  think  was  a  pretty  bitter  contest  in  some 
places,  and  I  think  those  of  the  committee  who  were  down  at 
Washington  recognized  that  it  was.  (Laughter)  One  of  the  Con- 
gressmen who  was  there  said,  '"  I  can't  see  for  the  life  of  me  why 
a  national  bank  should  not  be  taxed  exactly  as  a  state  bank,"  but 
he  changed  his  mind  and  voted  against  the  law;  and  when  I  asked 
him  for  an  explanation  of  it,  he  said,  "'  Well,  I  have  got  to  run 
again  this  fall."  (Laughter)  And  that  man  was  about  the  only 
man  who  gave  me  a  good  reason  for  taking  that  stand.  I  thank 
you,  gentlemen. 

Mr.  William  H.  King:  Mr.  Chairman,  I  take  it  that  the  ques- 
tion that  is  before  this  conference  this  morning  as  "  State  Taxa- 
tion of  Banks  in  the  Light  of  the  Recent  Amendment  of  Section 
5219,  United  States  Revised  Statutes,"  comes  down  to  what  we 
shall  do  and  what  we  may  do  under  the  law  as  it  exists  today. 
That  was  the  vital  question  which  confronted  many  of  the  states, 
and  it  was  particularly  acute  in  Xew  York.  We  were  obliged  to 
amend  the  laws  immediately,  and  that  amendment  necessarily  had 
to  be  in  harmony  with  section  5219  as  it  was  amended.  We  were 
confronted  with  the  alternative  of  continuing  a  tax  on  shares  of 
banks  or  placing  them  on  an  income  tax  basis. 

Mr.  Gary,  in  his  interesting  and  very  able  paper,  has  pointed 
out  the  difiiculty  as  to  the  income  tax  provisions.  The  banks  in 
New  York  wished  immediately  to  be  placed  upon  an  income  tax 
basis,  and,  as  Mr.  Saxe  has  said,  one  of  the  provisions  in  the  law 
was  that  if  we  attempted  to  tax  the  income  of  associations,  we 
could  not  tax  the  dividends,  whereas  we  did  that  in  respect  to 
every  other  corporation,  and  that  rendered  it  inequitable. 

Furthermore,  the  income  tax  provision  for  taxing  banks  would 
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require  that  we  must  tax  them  on  an  income  tax  basis  at  the  rate 
of  manufacturing  and  mercantile  corporations,  but  manufacturing 
and  mercantile  corporations  are  taxed  by  a  franchise  tax  on  the 
basis  of  their  entire  income,  including  that  derived  from  exempt 
securities;  whereas  if  we  went  to  an  income  tax  basis  with  banks, 
the  income  from  the  exempt  securities  would  immediately  be  elimi- 
nated. Thus  it  was  very  apparent  that  the  banks  would  be  the  most 
favored  class  of  income  tax  payers. 

So  in  this  situation  the  State  of  Xew  York  deemed  it  must 
adopt  the  other  alternative  of  taxing  the  shares,  and  we  were  then 
confronted  with  the  phraseology  of  the  act  of  Congress  as  to  what 
property  should  be  assessed  in  the  same  manner  as  the  bank  shares. 
It  was  deemed  safe  to  put  into  the  Xew  York  law  the  exact  words 
used  in  the  federal  act,  and  that  w'as  done.  Moreover,  the  act 
drawn  in  Xew  York  contained  analogous,  parallel  provisions  with 
respect  to  the  owners  of  moneyed  capital  and  of  bank  shares. 
Each  was  required  to  make  a  report.  Their  taxable  status  was  the 
same.  That  law  went  into  effect.  It  has  been  attempted  at  this 
conference,  through  criticisms  by  some  persons  who  are  not  tax 
assessors,  to  state  just  what  the  tax  assessors  did.  The  tax  assessor 
necessarily  endeavored  to  find  those  persons  who  came  within  that 
tax,  put  them  on  the  roll,  and  make  them  pay  absolutely  in  accord- 
ance with  what  the  law  required. 

Many  questions  were  presented  as  to  just  what  those  words  in 
the  law  meant,  and  confusion  now  exists.  Mr.  Saxe  states  that  it 
is  perfectly  well  defined  as  to  what  "  moneyed  capital  in  compe- 
tition with  banks  "  means,  but  when  you  come  to  take  up  specific 
instances  of  a  firm  or  an  individual  doing  some  of  the  business  of 
banks  and  not  others,  many  questions  are  presented  which  have 
never  been  before  the  courts,  as  to  whether  they  are  to  be  deemed 
to  be  using  moneyed  capital  in  competition  with  the  banks.  Those 
questions  will  ultimately  be  resolved  by  court  decisions. 

It  does  seem  that  in  addition  to  an  amendment  to  section  5219, 
which  would  place  a  fair  and  equitable  income  tax  on  banks  as  on 
other  institutions,  there  should  also  be  a  clarification  of  those 
words  "  moneyed  capital  coming  into  competition  with  national 
banks."  Congress  should  see  to  it,  and  the  banks  should  see  to  it, 
that  there  is  such  a  specific  definition,  that  in  the  administration 
of  the  law  all  these  difficulties  will  be  diminished,  and  the  tax- 
payers will  know  definitely  w^hether  they  come  under  it  or  not. 
That  is  the  suggestion  which  it  would  seem  to  me  this  conference 
might  well  consider  with  respect  to  the  administration  and  the 
laws  which  shall  be  enacted  by  the  states,  in  conformity'  wnth  the 
provisions  of  the  act  of  Congress. 

Mr.  Tunnell:  Mr.  Chairman,  the  question  has  arisen  as  to 
whether  the  banks  would  have  sufficient  protection  under  the  Four- 
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teenth  Amendment,  and  the  case  of  the  railroads  has  been  cited. 
I  think  a  Httle  experience  of  the  railroads  in  California  will  per- 
haps throw  a  little  light  upon  this  matter. 

The  legislature,  in  the  winter  of  1921.  passed  an  act  increasing 
the  gross  receipts  taxes  from  5^%  to  7%.  This  increase  in  the 
percentage  rate  came  at  a  time  when  there  was  a  large  increase 
in  the  gross  receipts,  but  an  increase  in  the  gross  receipts  which 
was  not  accompanied  by  an  increase  in  the  net.  The  result,  in 
the  case  of  one  railroad,  was  an  increase  in  its  tax  burden  from 
$1,509,000  to  52,440.000.  Two  railroads  have  gone  into  the  federal 
court. 

The  case  is  now  being  heard,  or  it  is  in  process  of  being  heard. 
In  the  preliminary  hearing  the  attorney  general  contended  for  the 
state  that  under  the  system  of  taxation  that  existed  in  the  State  of 
California,  which  he  called  the  "  classified  system,"  there  was  no 
limitation  whatever  upon  the  burden  that  the  legislature  might  put 
upon  the  railroads,  except  the  needs  of  the  state,  as  interpreted  by 
the  legislature.  The  railroads  contend  that  under  the  Fourteenth 
Amendment  and  the  Commerce  Clause  there  may  be  no  undue 
and  discriminatory  burden  placed  upon  the  railroads.  That  ques- 
tion is  now  being  heard  by  Judge  Dietrich,  who  is  sitting  for 
Judge  Van  Fleet  of  the  Northern  District  of  California.  I  think 
Judge  Van  Fleet  has  just  recently  died.  I  suppose  the  case  will  be 
a  long  time  in  reaching  final  adjudication,  but  it  is  an  interesting 
case  because  the  question  is  squarely  raised  as  to  the  nature  of  the 
burden  that  may  be  imposed  by  an  act  of  the  legislature  upon  in- 
terstate common  carriers. 

!Mr.  Blodgett:  ^Mr.  Chairman.  I  want  to  courteously  call  to  the 
attention  of  the  meeting — particularly  to  our  friend,  the  presiding 
officer — at  this  time,  a  situation  which  I  do  not  think  we  ought  to 
pass  upon  without  giving  it  thought,  and  that  is  the  situation 
which  has  arisen  with  respect  to  ^Ir.  Link's  right  to  be  heard  on 
a  question  of  personal  privilege. 

Gentlemen  here  in  this  meeting  stand  up  and  speak  extempo- 
raneously, and  if  they  make  a  misstatement,  it  appears  to  me  that 
immediately  upon  ascertaining  that  they  have  been  misunderstood 
or  spoken  inadvertently,  they  should  be  permitted  to  correct  that 
without  a  particle  of  delay.  These  records  are  to  be  published  and 
spread  all  over  the  country;  they  are  to  be  studied  with  great  care, 
and  I  think  Mr.  Link  should  be  given  opportunity  to  correct  what- 
ever erroneous  impression  he  may  have  given.  The  same  is  true 
with  respect  to  my  friend  here,  from  Virginia.  I  sat  in  the  back 
part  of  the  room  and  I  was  misled  by  his  statement,  and  I  called 
his  attention  to  it,  and  he  desired  very  much  to  correct  that  mis- 
statement. 

Xow,  we  can  afford  to  go  slowly  enough  with  this  discussion, 
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to  be  sure  that  when  we  give  expressions  of  views  on  questions  of 
this  character  they  shall  be  the  correct  views  of  the  speakers,  and 
therefore  I  wish  to  ask  the  chairman  if  he  will  not  permit  Mr. 
Link,  under  the  rules  of  parliamentary  procedure,  and  our  friend 
from  Virginia,  to  just  briefly  make  a  statement  to  this  meeting 
upon  the  matter  to  which  I  have  referred. 

Chairman  Lord  :  I  will  say  to  Mr.  Blodgett  that  under  the  rules, 
when  all  others  have  spoken  who  desire  to  speak,  Mr.  Link  will 
have  an  opportunity  to  rise  and  make  any  explanation  he  desires 
to  make,  so  that  seems  amply  provided  for. 

Mr.  Tobin  :  Mr.  Chairman  and  Members  of  the  Conference : 
Last  night  we  had  a  very  excellent  paper  covering  what  is  the  best 
manner  of  procedure  in  building  up  what  might  be  deemed  a  per- 
fect tax  system.  This  morning  we  had  a  follow-up  on  that,  as 
concerns  the  taxation  of  banks ;  and  I  believe  Mr.  Gary  has  pointed 
out  to  us  that  if,  under  the  provisions  of  the  United  States  revised 
statutes,  the  states  are  permitted  to  treat  all  citizens  within  a  given 
state  alike,  as  concerns  the  property  that  they  own,  the  problem  in 
hand  will  be  met. 

I  fear  that  if  we  attempt  to  legislate;  that  is,  legislate  in  the 
sense  that  we  tell  Congress  what  they  must  do,  or  what  they  must 
place  in  a  particular  statute,  we  shall  be  met  with  the  difficulties 
that  exist  in  many  states,  where  the  citizens  desire  to  change  their 
tax  systems  but  are  met  with  constitutional  provisions  which  they 
are  unable  to  repeal  or  change.  It  will  be  found  necessary  in  most 
of  the  states  to  constantly  change  their  methods  of  taxation,  as 
related  to  given  subjects,  and  if  the  states  are  tied  up  in  the  taxa- 
tion of  a  particular  class,  to  wit,  the  banking  institutions,  they  will 
have  to  be  hurrying  down  to  Washington  to  ascertain  if  that  par- 
ticular section  cannot  be  amended  so  that  they  in  turn  can  change 
their  system  of  taxing  other  classes  within  the  state. 

So  I  simply  ask  you  to  go  slow  as  to  what  we  should  advise  Con- 
gress to  do,  as  to  this  particular  section  of  the  revised  statutes, 
and  suggest  that  if  we  rest  with  general  principles  and  with  the 
plans  which  states  themselves  have  within  their  borders,  we  shall 
be  much  better  off  than  by  constantly  appearing  before  Congress, 
seeking  to  change  this  particular  section  of  the  law. 

Having  that  in  mind,  I  have  proposed,  and  I  shall  read,  if  I 
may,  a  resolution  which,  under  the  rules,  will  go  to  the  resolutions 
committee. 

Mr.  Tobin  read  a  resolution. 

I  believe  that  emphasizes  general  principles,  and  I  feel  sure  that 
we  shall  make  more  progress  and  carry  out  what  should  be  our 
general  plan — a  movement  forward  for  a  more  uniform  and  equi- 
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table  system  of  taxation — by  not  attempting  to  legislate  here  as  to 
what  Congress  itself  shall  do  as  concerns  the  taxation  of  national 
banks.     (Applause) 

Chairman  Lord:  This  resolution  will  be  referred  to  the  com- 
mittee on  resolutions. 

Mr.  R.  L.  Bradford  :  Gentlemen,  my  personal  view,  from  a  study 
of  section  5219,  as  well  as  a  study  of  the  New  York  statute,  passed 
subsequent  to  the  passage  of  section  5219,  is  that  section  5219  does 
need  amendment,  in  order  to  meet  the  necessities  both  of  the  states 
and  of  the  banks. 

The  statute  does  not  define  what  is  "  moneyed  capital  coming 
into  competition  with  national  banks."  Until  there  is  a  definition 
of  what  is  "  moneyed  capital  coming  into  competition  with  national 
banks,"  as  was  well  suggested  by  Mr.  King  and  by  Senator  Law, 
to  use  the  language  of  Mr.  Gar>-,  we  shall  have  confusion  worse 
confounded.  We  shall  not  only  not  simplify  the  tax  systems,  but 
run  into  very  acute  confusion. 

I  am  opposed  to  a  general  permissive  statute,  permitting  large 
latitude  in  the  taxation  of  national  banks  or  of  any  other  banking 
institutions,  as  suggested  by  Judge  Hough,  for  the  following 
reasons :  The  national  banks  do  not  now  ask,  and  never  have  asked, 
that  they  should  be  taxed  at  a  less  rate  than  the  state  banks  or 
state  banking  institutions  or  the  trust  companies.  They  only  ask 
that  national  banks  (parenthetically,  I  represent  no  national  bank) 
shall  not  be  taxed  at  a  higher  rate  than  state  institutions  and  state 
banking  associations. 

Let  us  see  how  far  the  Fourteenth  Amendment  protects  the 
banking  institutions.  We  who  are  lawyers  know  that  the  state 
legislature  has  the  power  and  privilege  of  classifying  the  subjects 
of  taxation.  If  the  present  permissive  statute  were  wholly  wiped 
aside,  it  would  be  possible  for  the  state  legislatures  to  include  in  a 
classified  segregation,  not  only  the  national  banks  but  other  bank- 
ing institutions,  and  it  is  not  a  far  cry  back  to  1825,  to  say  that  at 
some  period,  in  some  state,  the  people  might  reach  some  revolu- 
tionary caprice  or  whim,  brought  on  by  turmoilers,  and  wipe  out 
completely  the  very  keystone  upon  which  the  fabric  and  the  warp 
and  woof  of  American  success  and  prosperity  exist  today. 

I  believe  in  the  aphoristic  Rooseveltian  pronouncement  of  some 
years  ago,  that  "  human  rights  should  come  before  property  rights," 
but  property  rights  and  human  i  ights  are  now  so  bound  up  and 
interlinked,  they  are  so  much  enmeshed  with  one  another,  that  you 
would  have  struck  your  daggers  into  the  very  essence  and  heart  of 
human  rights.     (Applause) 

Mr.  Satterlee:  Mr.  Chairman,  at  the  risk  of  adding  one  more 
to  the  list  of  New  York  speakers  and  also  at  the  still  greater  risk 
15 
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of  exposing  my  colossal  ignorance  of  this  subject,  I  want  to  say, 
to  start  with,  that  I  personally  cannot  see  the  slightest  reason  for 
section  5219  in  its  present  form.  I  can't  but  believe,  although  it 
has  been  disclaimed,  that  the  national  banks  have  been  largely  re- 
sponsible for  the  distorted  language  of  this  statute.  I  should  be 
inclined,  I  think,  along  the  same  lines  that  have  been  taken  by 
Mr.  Link  and  Judge  Hough,  to  suggest  that  this  statute  be  amended 
to  read  somewhat  as  follows :  "  The  legislature  of  each  state  may 
determine  and  direct  the  manner  and  place  of  taxing  banking  asso- 
ciations located  within  its  limits,  provided  (and  possibly  some  such 
proviso  might  be  added  without  any  objection)  no  tax  discrimi- 
natory against  banking  associations  may  be  imposed,  as  compared 
with  other  persons  in  the  state  engaged  in  the  banking  business." 

If  a  statute  of  that  character  would  not  cover  the  situation  satis- 
factorily, I  should  like  to  be  told  why,  and  we  should  get  rid  of  all 
this  extremely  annoying  muss  and  mess  that  we  are  in  in  the  State 
of  New  York  now,  particularly. 

As  Mr.  Law,  I  think,  started  to  say,  to  amplify  to  some  extent 
his  remarks,  what  is  the  business  of  banking  is  to  a  certain  extent 
a  pretty  well  defined  conception.  The  Supreme  Court  of  the  United 
States  and  the  courts  of  other  states  have  recognized  in  a  great 
many  decisions  that  the  three  primary  functions  are  the  issue  of 
notes  to  circulate  money,  the  business  of  receiving  deposits,  and 
the  discount  of  commercial  paper.  Of  course,  the  issue  of  notes 
to  circulate  money  has  become  comparatively  unimportant,  whereas 
originally  it  was  most  important,  and  really  the  two  distinctive 
banking  functions  are  the  receipt  of  deposits  and  the  discount  of 
commercial  papers. 

Xow  it  is  easy  enough  for  me,  not  being  a  tax  official,  to  say  what 
I  should  do  if  I  were  a  tax  official  or  an  officer  of  the  State  of  Xew 
York,  or  a  member  of  its  legislature,  entrusted  to  a  certain  extent 
with  the  responsibility  of  deciding  what  the  New  York  tax  should 
be,  but  aside  from  the  question  of  amendment  of  this  section  5219 
(and,  as  I  say,  I  should  certainly  fight  for  an  amendment  along 
the  lines  I  have  indicated,  unless  I  am  shown  here  that  such  an 
amendment  would  not  meet  the  situation),  I  should  be  inclined  to 
take  the  bull  by  the  horns  and,  recognizing  that  the  language  of 
this  section  as  it  stands  now  practically  prohibits  the  imposition  of 
any  proper  income  tax  on  banking  associations  and  the  imposition 
of  any  proper  tax  on  the  diivdends  of  banking  associations,  and 
that  we  are  therefore  relegated  to  the  more  or  less  old-fashioned, 
so  far  as  some  states  are  concerned,  method  of  taxing  the  moneyed 
capital  by  the  first  of  the  methods  provided  here,  I  should  construe 
the  ambiguous  language  of  this  statute  to  mean  about  what  I  think 
it  ought  to  mean,  which  is  that  moneyed  capital  engaged  in  the 
banking   business   means,    of    course,    the    capital    of    the    banking 
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associations  themselves,  the  capital  of  state  banks  and  trust  com- 
panies, and  the  capital  of  private  bankers  and  of  individuals,  part- 
nerships and  associations  engaged  in  the  banking  business,  although 
not  incorporated. 

In  the  State  of  New  York  we  have  a  banking  law  which  has 
some  inconsistencies;  some  might  say  quite  a  few,  but  nevertheless 
the  banking  system  of  the  State  of  Xew  York  has  been  fairly 
well  worked  out,  and  the  smoke  of  battle  with  respect  to  these 
assessments  under  the  new  tax  law  in  Xew  York  not  having  yet 
cleared  away,  it  would  be  rather  impossible  for  any  one  to  say  what 
the  state  officials  have  in  mind.  But,  as  I  say,  I  should  construe 
the  Xew  York  law,  following  the  federal  law,  as  to  moneyed 
capital,  to  apply  to  money  only  which  is  engaged  in  the  banking 
business,  and  that  to  my  mind  should  be  confined  to  the  classes  of 
institutions  and  persons  that  I  have  mentioned.  Under  the  Xew 
York  statute  it  is  clear  enough  what  is  a  banking  institution,  what 
is  a  trust  company,  and  what  is  a  private  banker. 

The  business  of  buying  and  selling  securities  in  Xew  York  is 
regarded  not  as  a  banking  business,  but  as  an  ordinary  commercial 
business,  and  I  think  that  irrespective  of  the  at  least  ambiguous 
language  of  this  federal  statute,  the  officers  of  the  State  of  Xew 
York,  in  construing  a  X'ew  York  statute  in  conformity  with  pre- 
vious laws  and  statutes  of  the  state,  should  not  go  beyond  the 
existing  language  of  the  banking  statute  and  attempt  to  treat  the 
business  of  dealing  in  securities,  which  is  under  the  laws  of  Xew 
York  previously  existing,  an  ordinary  corporation  business,  as 
coming  within  the  provisions  of  the  Xew  York  taxing  statute. 

Chairman'  Lord  :  Xow,  under  the  general  understanding  that 
we  had  this  morning,  that  we  would  adjourn  substantially  at  twelve 
o'clock,  I  think  that  I  shall  recognize  ^Ir.  Link,  if  he  cares  to  be 
heard,  and  I  think  likely  he  does,  to  make  his  explanation.  I  should 
like  to  hear  from  others,  but  our  time  is  limited  and  it  will  be  im- 
possible to  do  so. 

Mr.  Link:  I  thank  you,  Mr.  Chairman,  and  I  feel  with  Mr. 
Blodgett  that  personal  privilege  is  in  order. 

Xow,  Mr.  Chairman,  of  course  I  dealt  in  generalities  but  had 
reference  of  course  to  the  point  in  question,  the  restrictive  clause 
in  section  5219.  It  seems  to  me  that  to  seize  upon  that  little,  hair- 
splitting, unfortunate  misstatement,  if  it  may  be  construed  as  such, 
shows  the  desperation  of  our  worthy  opponents.  On  the  other 
hand,  if  they  want  to  take  advantage  of  that  technicality  to  open 
up  the  whole  repeal  of  the  national  tax  act.  I  think  much  might  be 
said  for  such  a  course. 

Chairman  Lord:  I  understand  that  Mr.  Bryan  wants  to  clear 
away  the  mists  a  little  bit,  and  we  will  hear  from  him. 
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Mr.  Bryan  :  Mr.  Chairman  and  Gentlemen :  I  want  to  say  two 
things  only.  First,  almost  in  the  nature  of  a  personal  privilege, 
which  I  believe  is  a  privileged  motion  in  itself :  My  courteous 
friend,  Mr.  Leser,  alluded,  in  his  remarks,  to  the  banks,  and  I  sup- 
pose the  lawyers  who  represented  the  banks,  as  "  humbugs." 
(Laughter)  Now,  as  one  of  the  smaller  "bugs,"  I  will  not  put 
myself  in  the  class  of  "Leser"  bugs,  (laughter)  but  let  me  say 
only  this,  calling  upon  my  friend  and  fellow  member  of  the  Rich- 
mond bar,  Mr.  Gary,  to  aver  or  deny  the  correctness  of  what  I 
say;  namely,  that  the  very  point  to  which  brother  Leser  addressed 
himself,  that  the  Richmond,  Virginia,  banks  went  down  on  their 
knees  to  the  legislature  of  Virginia  for  a  rate  of  55c.  for  other 
intangibles,  when  they  might  otherwise  have  been  held  to  a  $1.10 
rate.  I  call  upon  my  friend,  Mr.  Gary,  to  bear  me  out  in  the  state- 
ment that  the  banks  of  Virginia  went  to  the  governor  of  Virginia 
and  made  a  gentleman's  agreement  with  him,  by  which  they  paid 
the  $1.10  rate  throughout.  Is  that  correct,  Mr.  Gary?  And  there 
hasn't  been  a  substantial  exception  to  the  rule ! 

Judge  Leser  :  Mr.  Bryan,  isn't  it  also  correct  that  they  did  advo- 
cate a  55c.  rate  for  the  competing  capital  ? 

Mr.  Bryan  :  The  personal  privilege  is  what  I  am  coming  to 
now.     He  called  me  a  "  humbug." 

Now,  second,  and  in  conclusion,  it  was  suggested  by  Mr.  Blod- 
gett  —  and  I  wish  to  thank  him  for  his  suggestion  —  that  in  the 
matter  of  Mr.  Link's  suggestion  that  section  5219  be  repealed  en- 
tirely, I  had  made  a  misstatement.  In  justice  to  myself,  it  was  not 
a  misstatement,  but  I  have  never  been  able  to  argue  the  Constitu- 
tion of  the  United  States  or  an  act  of  Congress  in  four  or  five 
minutes.  I  did  not  perhaps  go  as  far  as  I  should  have  gone — and 
this  confirms  again  the  point  that  I  made  a  moment  ago;  namely, 
that  Mr.  Link's  suggestion  that  we  repeal  section  5219  would  put 
us,  as  some  one  has  properly  said  here  this  morning,  back  where 
you  could  not  tax  national  banks  at  all ;  but  the  national  banks,  as 
I  said  this  morning,  wish  to  pay  a  fair  tax,  and  therefore  I  say, 
don't  repeal  section  5219. 

j\1r.  Gary  :  Mr.  Chairman,  I  want  to  say  that  I  should  be  willing 
to  agree  to  almost  any  compromise  to  settle  a  controversy  with  my 
friend,  Mr.  Bryan,  for  indeed  I  know  him  well  and  number  him 
among  my  closest  friends,  and  my  term  "  bitterness "  was  used 
with  reference  to  the  manner  of  the  contest,  rather  than  the  fact 
that  it  was  a  hotly  contested  battle,  in  which  there  were  any  per- 
sonal animosities. 

I  think  Judge  Leser  used  a  rather  unfortunate  expression  when 
he  referred  to  the  Richmond  bankers  as  taking  a  "  humbug  "  posi- 
tion on  this.     I  think  the  Richmond  bankers  were  absolutely  con- 
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scientious  —  certainly  the  great  majority  of  them  were  —  in  the 
position  that  they  took,  but  I  think  that  they  are  very  much  more 
familiar  with  the  principles  of  banking  than  they  are  with  the 
broad  principles  of  taxation.  The  error  of  their  contention  in 
Virginia  was  the  fact  that  they  compared  bank  stock  with  real 
estate  mortgages  notes  and  other  classes  of  property  which,  in  the 
very  nature  of  things,  are  not  comparable  with  national  banks. 

The  national  bank  is  a  going  concern,  and  the  dividends  are 
limited  only  by  the  ability  of  the  bankers  themselves.  If  they  can 
make  a  100%  dividend  on  their  stock,  they  have  the  liberty  to  do 
so,  so  far  as  the  state  is  concerned.  A  real  estate  mortgage,  how- 
ever, is  limited  in  its  return.  In  the  State  of  Virginia,  a  mortgage 
note  is  limited  to  6%  return,  as  is  any  other  loan  that  may  be  made. 

Therefore,  I  say  that  these  two  classes  of  property  are  not  com- 
parable, and  it  was  our  purpose  to  take  the  private  loans  beyond 
peradventure  of  doubt  out  of  the  classification  with  national  banks. 
I  think  that  is  just  what  the  new  law  does,  and  I  tried  to  make  that 
plain  in  my  statement. 

Several  people  have  said  to  me,  "This  does  not  give  us  any  relief, 
because  we  have  private  bankers  and  cannot  reach  them  on  the 
same  basis,  for  the  simple  reason  that  they  have  a  great  part  of 
their  capital  invested  in  non-taxable  securities,  which  are  exempt 
under  the  law."  I  think  that  might  very  well  be  remedied.  I 
don't  think  that  the  private  bankers  must  necessarily  be  taxed  in 
the  same  way  as  national  banks,  but  I  think  that  the  burden  of 
taxation  you  impose  upon  them  must  be  substantially  the  same,  and 
therefore  I  believe  that  you  can  meet  the  situation  by  imposing 
upon  the  banks  a  tax  on  the  shares  of  stock,  as  you  have  always 
done,  fixing  the  rate  at  any  rate  you  please,  and  then  impose  upon 
your  private  bankers  an  excise  tax  or  some  other  form  of  taxation 
which  will  impose  upon  them  substantially  the  same  burden  that 
you  impose  upon  the  national  banks. 

I  don't  see  any  great  difficulty,  personally,  as  I  stated  in  the  be- 
ginning, but  I  am  thoroughly  in  accord  with  the  views  of  the  state 
tax  commissioners,  that  the  limitation  could  well  be  repealed  alto- 
gether. I  don't  see  any  particular  difficulty  in  the  New  York  situa- 
tion. New  York  has  enacted  a  law  in  the  exact  terms  of  Congress. 
Naturally,  the  state  tax  officials  must  determine  what  is  competing 
moneyed  capital.  They  have  sent  out  notes  to  all  classes  of  people 
in  the  State  of  New  York  who  might  reasonably  be  classified  in 
that  manner.  These  people  will  come  before  them  and  present  the 
nature  of  their  business.  They  will  determine  which  of  these 
people  have  moneyed  capital  engaged  in  the  banking  business  and 
which  have  not;  and  I  am  satisfied  that  after  they  have  finished 
their  determination,  even  though  they  do  not  get  every  penny  of 
moneyed  capital  which  is  employed  in  the  banking  business,  the 
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amount  of  moneyed  capital  engaged  in  the  banking  business  in 
competition  with  national  banks  which  is  not  taxed,  will  be  so 
immaterial  that  the  Supreme  CouH  will  disregard  it.  In  other 
words,  the  Supreme  Court  has  said  from  the  very  beginning  that 
the  moneyed  capital  which  comes  into  competition  with  national 
bank  stock  which  has  not  suffered  the  same  burden  of  taxation 
must  be  relatively  immaterial  in  amount. 

I  feel  certain  that  New  York,  if  they  don't  get  it  all,  will  reduce 
it  to  a  relatively  immaterial  amount,  and  it  seems  to  me  they  have 
gone  about  it  in  the  best  method  to  meet  the  situation. 

We  have  had  the  great  scare  put  before  us  of  what  would  result 
from  permitting  a  separate  classification  of  all  banking  capital, 
and  we  are  told  that  banking  capital  could  be  taxed  out  of  exist- 
ence and  that  the  national  banks  could  be  completely  destroyed. 
Now,  assuming  that  to  be  correct  —  and  I  believe  it  was  at  least 
suggested  that  there  was  some  question  as  to  whether  the  state 
could  put  such  a  tax  on  the  banks — but  assuming  that  the  power  to 
tax  is  the  power  to  destroy,  and  if  you  let  the  states  classify  bank- 
ing institutions  or  banking  capital  separately,  they  can  destroy  all 
banking  capital,  it  nevertheless  remains  true  that  if  the  states  de- 
sire, they  can,  under  the  present  laws,  destroy  mercantile  establish- 
ments; they  can  destroy  industrial  establishments,  they  can  destroy 
any  other  lines  of  business.  Then  why,  if  that  is  so,  should  they 
not  be  permitted  in  all  reason  to  destroy  banking  capital,  to  destroy 
the  banks,  if  they  don't  want  the  banks  within  their  borders?  In 
other  words,  the  national  banks  alone  are  set  apart  as  the  one  class 
that  the  states  cannot  reach. 

I  think,  personally,  because  I  am  one  of  those  who  has  sufficient 
faith  in  our  form  of  government,  in  American  democracy,  and  in 
the  government  of  our  states,  to  believe  that  there  would  be  no 
state  that  could  get  together  a  legislature  which  would  be  un- 
reasonable enough  and  foolish  enough  to  destroy  the  banks  and  to 
cast  the  business  of  banking  from  out  of  the  states;  but  inasmuch 
as  they  have  that  power  with  reference  to  other  business,  why 
should  they  not  have  it,  in  all  reason,  with  respect  to  banks?  (Ap- 
plause) 

Judge  Leser:  May  I  have  a  question  of  personal  privilege?  I^Ir. 
Bryan  misunderstood  me.  I  didn't  call  him  a  "  humbug."  I,  per- 
sonally, am  very  fond  of  him  and  of  all  the  other  gentlemen  who 
are  in  this  controversy.  What  I  did  was  to  characterize  their 
attitude  as  a  humbug,  and  I  simply  wanted  to  put  it  up  to  the 
gentlemen  here.  Where  you  have  won  your  case  on  the  claim  that 
you  have  been  injured  by  a  95c.  tax  against  your  competitor,  and 
you  then  go  before  the  legislature  and  voluntarily  ask  that  that 
rate  be  reduced  on  your  competitor  to  55c.,  whether  it  is  not  fair 
to  characterize  your  position  as  a  "  humbug  ". 
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It  recalls  to  my  mind  the  famous  Professor  Von  Helmholtz,  who 
had  some  American  students  at  the  University  of  Berlin.  He  was 
a  great  specialist  in  entomology.  They  brought  him,  by  connivance, 
a  wonderful  specimen,  collected  by  them  in  the  woods,  and  com- 
posed of  the  wings  of  a  beetle,  the  legs  of  a  mosquito,  and  the 
horns  of  a  caterpillar.  This  was  brought  to  him  under  a  glass, 
and  he  was  asked  to  examine  it  and  pronounce  what  it  was.  He 
looked  at  it  intently  for  a  moment,  then  queried,  "  Where  did  you 
find  this?" 

"  In  the  woods,  in  the  Tier  Garten,"  they  replied. 

"  Did  it  jump?"  he  asked. 

"  It  did." 

"Did  it  sing?" 

"  It  did." 

"  Did  it  hum  ?" 

"  It  did." 

"Then  it  must  be  a  humbug!"     (Laughter) 

Adjournment 
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Chairman  Adams  :  We  are  very  fortunate  today  in  having  the 
promise  of  a  discussion  by  one  of  the  foremost,  practical  authori- 
ties on  public  expenditures,  and  we  are  indebted  for  our  speaker 
and  many  of  the  conveniences  and  hospitalities  which  have  been 
extended  to  us  during  our  stay  here  to  Mr.  Hallanan,  the  former 
Tax  Commissioner  of  the  State  of  West  Virginia.  It  gives  me 
great  pleasure  to  call  to  the  chair,  to  preside  at  this  session,  Mr. 
Hallanan.     (Applause) 

Mr.  Hallanan  took  the  chair. 

Chairman  Hallanan  :  Mr,  Chairman,  Ladies  and  Gentlemen 
of  the  tax  conference:  This  is  the  first  opportunity  I  have  had 
during  this  conference  to  extend  to  you  my  personal  appreciation 
of  your  visit  to  West  Virginia.  Having  had  something  to  do  with 
persuading  your  executive  committee  to  select  White  Sulphur 
Springs  for  the  sixteenth  annual  conference  of  the  association,  I 
may  say  that  it  has  been  exceedingly  gratifying  to  me  to  hear  so 
many  voluntary  expressions  of  approval  of  this  place  of  meeting. 
The  attendance  here  bespeaks  the  great  and  growing  interest  in 
the  problems  of  this  association. 

I  am  informed  that  this  is  the  largest  attendance  that  the  tax 
association  has  ever  had  at  any  of  its  annual  conferences,  and  I 
rather  feel  from  the  personal  contact  I  have  had  with  many  of  my 
friends  who  are  members  of  the  association,  that  they  have  reached 
the  same  conclusion  about  White  Sulphur  and  West  Virginia  that 
one  of  my  friends  told  me  about  the  other  night  in  connection 
with  a  dream  that  he  had. 

He  dreamed  that  he  had  passed  from  this  mundane  sphere  and 
had  gone  on  to  the  above,  and  when  he  knocked  for  entrance  at 
the  pearly  gates,  Saint  Peter  responded.  He  asked  him  his  name 
and  the  usual  line  of  questions  which  go  with  admittance  there. 
Finally  he  said,  "Where  are  you  from?"  The  fellow  said,  "I  am 
from  West  Virginia."  As  Peter  closed  the  gate  and  started  to 
walk  away  the  fellow  said  to  him,  "What  does  this  mean?" 
"  Well,"  he  said,  "  you  might  as  well  go  back,  because  we  have 
nothing  up  here  that  beats  that."     (Laughter) 

That  is  my  sentiment  as  to  the  very  generous  regard  which  the 
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members  of  this  association  have  for  West  Virginia,  and  particu- 
larly for  White  Sulphur  and  the  genial  hosts  of  this  convention. 

I  trust  that  you  may  be  able  to  see  more  of  the  great  industrial 
development  of  this  state.  We  have  arranged  for  that  on  Friday, 
and  I  sincerely  trust  that  as  many  as  may  be  able  will  decide  to 
remain  over  and  take  the  trip  which  has  been  kindly  arranged  for 
by  some  of  the  coal  producers  of  this  state,  in  the  heart  of  one  of 
West  Virginia's  great  coal  fields.  I  am  sure  that  you  will  find  it 
extremely  interesting  from  every  viewpoint  and  greatly  educa- 
tional. You  will  find  here  some  of  the  greatest  soft  coal  producing 
mines  in  the  United  States. 

I  thank  you  very  much  for  this  privilege  of  addressing  you  and 
presiding  over  your  conference  this  afternoon.  I  understand  that 
the  Tax  Commissioner,  Mr.  Hall,  has  some  announcement  to  make 
before  we  depart  upon  the  set  program  of  the  afternoon  session. 
Mr.  Hall! 

Mr.  Hall:  Mr.  Chairman,  I  just  want  to  make  two  announce- 
ments :  The  inheritance  tax  officials  will  meet  in  this  room  imme- 
diately after  this  session  is  over;  and  to  the  visiting  ladies  who 
were  promised  an  automobile  ride  some  time  during  this  conven- 
tion I  want  to  ask  you  to  kindly  register  your  wishes  to  go  with 
the  secretary,  Miss  Metcalfe,  at  the  registration  room,  and  there 
will  be  automobiles  leaving  here  at  two  o'clock  tomorrow  afternoon 
to  accommodate  all  those  visiting  ladies  who  desire  to  take  an 
automobile  trip. 

Mr.  Simms:  Mr.  Chairman  and  gentlemen  of  the  convention,  I 
have  been  requested  by  several  men  of  coal-producing  states  to 
announce  that  some  of  the  men  who  are  interested  in  the  valuation 
of  mineral  lands,  particularly  coal,  will  assemble  in  the  rear  of 
this  room,  after  the  adjournment  this  afternoon,  for  an  informal 
conference  and  discussion  with  reference  particularly  to  the  val- 
uation of  coal  land.  That  invitation  is  extended  particularly  to  the 
coal-producing  states,  or  the  mineral-producing  states. 

Secretary  Holcomb  :  A  resolution  has  been  presented  which, 
under  the  rules,  I  must  read.     (Reads  resolution) 

Mr.  Nichols  also  offered  a  resolution,  which  he  read. 

Chairman  Hallanan  :  The  resolutions  will  be  referred  to  the 
committee  on  resolutions. 

Mr.  Gary  :  May  I  suggest  that  the  resolutions  committee  has 
met  and  appointed  a  sub-committee  to  consider  resolutions.  That 
sub-committee  will  meet  tonight. 

I  should  like  to  suggest  that  the  chairman  pause  at  this  point  in 
the  meeting  and  ask  for  any  further  resolutions  to  be  submitted, 
so  that  we  mav  have  them  for  this  meeting  tonight. 
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Chairman  Hallaxax  :  Are  there  any  other  resolutions  to  be 
submitted  at  this  time  ?  Are  there  any  other  matters  aside  from 
the  subject  of  resolutions  which  might  be  considered  now?  (There 
was  nothing). 

The  National  Tax  Association,  ladies  and  gentlemen,  primarily 
had  to  do  with  the  equitable  distribution  of  the  burdens  of  taxa- 
tion; that  was  the  fundamental  purpose  of  its  organization.  I 
think,  however,  that  in  the  great  increase  of  governmental  expen- 
ditures, for  all  purposes,  from  the  lowest  to  the  highest,  this  asso- 
ciation must  now  take  recognition  of  the  sentiment  that  exists 
throughout  this  country  for  the  promotion  of  those  things  which 
may  have  to  do  with  the  reduction  of  the  burdens  of  government. 

The  association  was  created  at  a  time  when  the  costs  of  govern- 
ment in  all  of  its  various  activities  was  insignificant  as  compared 
to  the  costs  of  the  present  day.  We  have  seen  as  tax  men,  this 
great  increase,  this  multiplication  of  the  costs  of  various  functions 
of  government,  until  they  have  reached  that  extent  that  there  un- 
doubtedly exists  a  national,  yea,  an  international  demand  today  for 
the  reduction  of  the  costs  of  government. 

We  are  privileged  today  to  have  as  our  guest  a  former  governor 
of  one  of  the  great  Commonwealths  of  this  Union,  a  man  who 
has  tackled  the  problem  of  reducing  the  costs  of  government,  and 
whose  efforts  and  success  along  this  line  have  brought  him  into 
national  esteem. 

It  gives  me  great  pleasure  this  afternoon  to  present  to  this  con- 
ference the  Honorable  Frank  O.  Lowden,  ex-Governor  of  the 
State  of  Illinois. 

The  conference  arose  and  greeted  ex-Governor  Lowden  with 
applause. 

Ex-GovERNOR  Frakk  O.  Lowdex  :  Mr.  Chairman,  ladies  and 
gentlemen:  I  approach  my  subject,  which  was  assigned  to  me  by 
Mr.  Holcomb,  I  think,  with  a  good  deal  of  trepidation.  In  the 
presence  of  so  many  experts  upon  these  subjects,  a  layman  is 
alwa^'S  under  embarrassment. 

You  have  in  your  great  body  some  eminent  writers  upon  the 
subject  of  taxation  and  cognate  subjects,  and  you  have  in  your 
membership  men  who  for  many  years  have  been  dealing  with  the 
intricacies  of  these  problems,  and  therefore  I  thought  it  best  to 
discuss  with  you  some  of  the  things  we  have  done  in  Illinois.  I 
am  on  safe  ground  if  I  tell  you  of  those  things  with  which  I  have 
been  connected  and  which  I  have  seen,  and  when  I  have  finished, 
I  shall  be  less  embarrassed  by  the  questions  that  your  eminent 
economists  and  experts  may  fling  at  me. 

We  all  recognize  that  the  problem  of  taxation  in  a  democracy  is 
a  question  of  the  first  magnitude      Lord  Bryce  in  his  great  work 
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"  Modern  Democracies  "  observes  that  whereas  a  century  ago  the 
friends  of  the  democratic  principle  in  government  expected  that 
one  of  its  chief  fruits  would  be  decreased  taxation  and  reduced 
expenditures  in  government,  as  a  matter  of  fact  such  has  not  been 
the  case. 

Of  course  a  few  years  ago  no  one  concerned  himself  much  about 
these  problems.  Our  expenditures  were  so  small,  relatively,  that 
we  went  about  our  private  pursuits,  as  Americans  have  a  way  of 
dofng,  paying  but  little  attention  to  any  questions  of  this  kind. 

In  recent  years  the  situation  has  entirely  changed.  Taxes  have 
become  related  to  the  very  life  of  our  people;  they  have  a  bearing 
upon  commercial  enterprise  everywhere;  and  when  men  begin  to 
think  of  opening  up  some  new  enterprise,  one  of  the  first  factors 
to  be  taken  into  account  is  the  problem  of  taxation  in  that  par- 
ticular enterprise. 

Many  men  of  comparatively  small  means,  who  have  engaged  in 
business  all  their  lives,  have  recently  learned,  by  sad  experience, 
that  while  the  Government  divides  their  profits  wnth  them,  they 
are  left  alone  to  sustain  their  losses,  and  they  have  retired  from 
business,  if  they  have  acquired  a  competence  which  will  maintain 
them  the  balance  of  their  lives. 

Today  it  is  impossible  to  take  up  a  daily  newspaper  which  dis- 
cusses the  European  situation,  which  does  not  reflect  some  such 
idea  as  this :  that  the  very  integrity  of  Europe,  for  all  the  future, 
is  threatened,  because  of  excessive  taxation. 

Only  this  morning,  in  an  article  by  a  very  eminent  writer,  we 
find  the  idea  expressed  that  so  far  as  the  human  mind  can  now 
see,  it  will  be  impossible  for  most  of  the  European  countries  to 
produce  exports  enough,  in  excess  of  their  imports,  to  pay  the  costs 
of  government.  And  therefore,  the  very  existence  of  what  we 
know  as  European  civilization  is  threatened,  because  of  the  pres- 
sure of  this  great  problem. 

So  I  am  glad  that  you  gentlemen  have  organized  yourselves  into 
this  great  association  and  are  doing  the  important  work  you  are 
doing  today.  One  of  the  most  hopeful  signs  of  our  times  is  the 
fact  that  voluntary  organizations  like  this,  not  only  of  chief  offi- 
cials of  different  kinds  of  activities,  but  our  business  interests 
generally,  are  voluntarily  meeting  in  conferences  like  this,  to 
attempt  a  solution  in  common  of  the  problems  which  confront 
them. 

Having  this  high  appreciation  of  your  organization,  it  gave  me 
very  great  pleasure  to  heartily  accept  the  invitation  when  it  came 
to  me,  asking  me  to  appear  before  you  today. 

Government  cost  is  of  course  one  of  the  most  difficult  questions 
with  which  the  peoples  of  the  world  have  to  deal.  In  America  we 
have  been  so  engrossed  in  our  own  private  affairs  during  our  his- 
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tory,  and  the  burdens  of  taxation  in  the  main  have  been  so  light, 
that  we  have  given  very  little  attention  to  the  machinery  of  gov- 
ernment. 

We  know  that  in  every  other  great  activity,  in  all  the  industries, 
the  methods  and  machinery  of  business  have  been  revolutionized 
a  half-dozen  times  in  the  last  one  hundred  years.  We  know  that 
each  generation  proceeds  with  absolutely  new  methods  and  new 
machinery,  as  compared  with  the  generation  which  went  before. 
And  yet,  in  the  realm  of  government,  we  have  made  very  little 
progress  during  all  that  time.  In  fact,  I  believe  that  our  federal 
government,  as  it  was  framed  in  the  beginning,  with  the  depart- 
ments organized  as  they  then  were  by  the  first  incumbents,  was 
better  calculated  to  function  than  it  is  today,  because  of  the  inno- 
vations that  we  have  introduced;  and  I  think  this  same  thing  may 
be  said  of  most  of  our  general  agencies  for  the  transaction  of 
public  business. 

In  the  states,  for  instance,  we  have  gotten  into  the  habit,  when- 
ever anything  goes  wrong,  of  enacting  a  law  and  then  creating  a 
commission  to  see  that  that  law  is  obeyed,  and  then  we  have  gone 
off  and  said  to  ourselves,  "  Thank  God,  that  trouble  is  out  of  the 
way " — and  we  have  left  the  commission  to  function  by  itself. 
We  have  gone  on  creating  new  commissions  and  new  bodies  and 
new  offices,  without  relating  any  one  of  them  to  anything  that  has 
gone  before,  until,  in  my  own  state  for  instance,  when  I  became 
Governor  six  years  ago  last  January,  we  had  something  like  125 
independent  agencies  of  government.  Sometimes  it  was  a  board; 
sometimes  it  was  a  commission ;  sometimes  it  was  an  individual ; 
but  there  was  no  relation  between  any  one  of  those  agencies  and 
the  others. 

Of  course,  under  those  circumstances,  no  Governor  could  exer- 
cise actual  supervision.  It  was  physically  impossible.  Therefore, 
each  one  of  those  agencies  was  a  sort  of  a  law  unto  itself — filled 
by  good  men,  in  most  instances,  I  grant  you,  but  with  no  coordina- 
tion; frequently  duplicating  another's  efforts,  with  needless  ex- 
pense, and  without  that  efficiency  which  is  always  predicated  upon 
there  being  an  actual  head  of  every  business,  whether  that  busi- 
ness is  large  or  small. 

And  so  we  went  about  it  to  see  if  we  couldn't  borrow  a  lesson 
from  modern  methods  of  business.  We  made  a  survey  of  the 
various  activities,  and  found  that  they  naturally  fell  into  nine 
groups.  In  fact,  every  duty  discharged  by  any  one  of  those  inde- 
pendent agencies  naturally  belonged  in  one  or  the  other  of  these 
nine  divisions.  Therefore,  we  had  to  pass  a  law  wiping  out  all  of 
the  125.  It  was  not  an  easy  task,  as  you  gentlemen  who  have  had 
experience  will  appreciate,  but  when  it  was  proposed  to  me  to  do  it 
gradually — first  organize  one  department  and  get  the  people  used 
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to  that  and  go  on  to  the  second — I  found  that  all  the  opposition  that 
could  possibly  be  made  to  anything  under  the  sun,  was  developed 
against  that  one  change  and  therefore  there  could  be  no  greater 
opposition,  if  I  undertook  to  do  it  all  at  once.  (Laughter  and 
applause) 

Now,  of  course,  a  great  many  people  did  not  like  it.  You  know 
there  is  nothing  in  all  the  world  that  is  so  hard  to  get  rid  of  as  a 
public  office,  when  once  it  has  been  created.  The  need  for  it  may 
long  have  passed;  the  purpose  for  which  it  was  organized  may  be 
defined  in  the  dictionary  as  obsolete,  because  of  changed  condi- 
tions in  the  world,  but  the  office  remains.  In  fact,  I  have  often 
thought  that  the  thing  upon  this  mundane  sphere  which  more 
nearly  approaches  immortality  than  anything  else  is  a  public  office, 
when  once  it  has  been  created.     (Laughter) 

Then  the  question  arose,  what  should  we  do  with  these  suspended 
activities  of  these  various  independent  agencies  of  government? 
A  good  many  felt  that  we  should  put  a  board,  or  a  commission,  at 
the  head  of  each  of  these  nine  groups.  That  was  a  mooted  ques- 
tion at  the  time.  We  decided  in  favor  of  an  individual — somebody 
of  flesh  and  blood — who,  if  he  went  wrong,  could  be  made  to  stand 
up  where  the  finger  of  scorn  could  be  pointed  at  him.  I  had  ob- 
served myself  that  wherever  a  board  or  a  committee — I  am  speak- 
ing now  of  purely  administrative  duties,  understand — had  under- 
taken to  perform  purely  administrative  duties,  if  it  functioned,  it 
was  because  of  the  activities  of  some  one  individual  on  that  board 
or  that  committee  who  did  all  the  work,  and  the  only  value  of  the 
other  members  was  in  an  advisory  capacity,  unless  they  became 
obstructionists,  in  which  event  they  nullified  the  value  of  the  one 
active  man. 

But  the  commission  has  come  to  be  a  sort  of  a  fetish  in  govern- 
ment in  this  country.  It  is  an  impressive  spectacle — a  number  of 
gentlemen  gathered  around  a  mahogany  table,  all  looking  grave 
and  solemn,  bearing  the  great  burden  of  government  upon  their 
united  shoulders.  And  they  like  it  themselves,  as  a  rule,  because 
the  responsibility  being  divided,  there  is  no  one  alone  who  is  re- 
sponsible; and  they  had  gotten  into  the  habit  up  in  our  country — 
of  course  that  is  not  true  in  the  states  from  which  you  gentlemen 
hail,  outside  of  Illinois — but  they  had  gotten  into  the  habit  in  Illi- 
nois of  just  meeting  once  a  month  around  this  mahogany  table  and 
discharging  the  duties  of  their  several  offices,  and  by  a  strange 
coincidence  that  day  of  the  monthly  meeting  always  happened  to 
be  on  pay  day  in  that  particular  department.     (Laughter) 

So  we  put  an  individual  at  the  head,  because  experience  in  all 
other  walks  of  life  had  demonstrated  that  if  a  thing  is  done,  it  is 
some  individual  who  does  it,  and  not  some  large  body  of  men.  A 
body  of  men,  of  course,   is  always  desirable  where  questions  of 
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judgment  are  concerned,  as  in  the  case  of  a  court  or  in  the  case  of 
a  commission  with  quasi-judicial  duties  to  discharge,  but  where  it 
is  a  question  of  administration,  it  is  always  the  individual  who 
functions  best. 

I  am  emphasizing  this  because  if  I  may  make  a  suggestion  to 
you  gentlemen,  it  is  that  there  is  not. enough  of  concentration  in 
some  individual,  in  matters  of  taxation,  in  the  various  municipali- 
ties and  political  subdivisions  of  our  country.  There  are  too  many 
taxing  bodies.  If  there  were  some  one  man,  or  board,  if  you 
prefer,  because  of  the  quasi-judicial  character  of  the  duties,  with 
undivided  responsibility  for  assessments  within  a  jurisdiction,  we 
should  get  better  assessments  than  we  do  with  a  division  among 
different  bodies,  all  exercising  the  power  of  taxation  as  they  do  in 
some  of  the  municipalities  of  our  state,  within  the  same  territory. 

In  other  words,  the  true  principle  of  administration  in  govern- 
ment is  to  concentrate  responsibility  in  some  individual  and  then 
hold  him  responsible  for  the  exercise  of  the  powers  you  have  con- 
ferred upon  him. 

We  have  in  this  country,  for  the  last  half-century,  gone  on  the 
theory,  because  of  our  fear  of  our  own  officials,  that  by  restrictive 
legislation;  going  into  infinite  details;  pointing  out  precisely  how 
they  should  act  in  this  contingency  and  the  other;  we  can  tie 
the  hands  of  our  public  servants  so  that  they  can  do  no  harm,  but 
at  the  same  time  leave  them  free  so  that  they  can  do  the  good  which 
they  were  intended  to  do.  You  cannot  do  this.  You  have  got  to 
leave  them  free  if  you  want  to  get  results,  for  if  you  tie  their 
hands  and  so  restrict  them  that  they  have  no  discretion,  you  must 
expect  incompetence  and  lack  of  results  in  administration. 

Believing  in  that,  when  we  came  to  organize  the  various  depart- 
ments, instead  of  going  into  lengthy  detail  in  so  far  as  the  various 
subdivisions  of  each  of  the  nine  departments  was  concerned,  we 
indicated  in  the  most  general  way  what  those  subdivisions  were, 
but  when  it  came  to  the  form  that  they  should  take,  or  the  duties 
that  those  subdivisions  should  discharge,  we  permitted  the  head  of 
the  department,  by  rules  and  regulations — not  by  statute — to  pro- 
vide therefor.  In  that  way  we  made  the  head  of  the  department 
the  actual  head,  and  every  subordinate  official  within  that  depart- 
ment was  actually  responsive  to  him. 

One  of  the  defects  in  our  framing  of  laws  in  this  country,  which 
has  been  particularly  notable  with  reference  to  the  federal  gov- 
ernment, is  that  when  a  legislative  body  creates  a  new  function  of 
government  and  provides  for  somebody  to  discharge  the  function, 
instead  of  doing  it  in  simple  language,  leaving  a  large  power  in 
the  head  of  the  department,  we  go  into  it  as  though  we  were  draw- 
ing a  bill  that  is  to  control  the  destinies  of  the  country  for  the 
next  century.     We  say  exactly  what  his  salary  shall  be ;  what  his 
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duties  shall  be;  and  we  so  circumscribe  him  with  limitations  that 
the  head  of  the  department  has  actually  no  control  over  the  bureaus 
and  the  divisions  within  his  own  department.  The  result  is  the 
red  tape  of  which  we  all  complain  so  much.  The  red  tape,  as  I 
have  observed  in  American  official  life,  is  not  the  fault  of  the 
officer  nearly  as  much  as  it  is  the  fault  of  the  law  which  creates 
that  officer.  The  red  tape  is  imposed  upon  him  by  the  legislative 
will  and  not  by  his  own  desire. 

The  heads  of  our  departments  in  the  state  and  federal  govern- 
ment, because  of  this  tendency  of  our  legislative  bodies  to  go  into 
infinite  detail,  are  really  frequently  but  little  more  than  presiding 
officers  over  bureaus  and  divisions;  they  cannot  mould  their  own 
department  to  their  own  will ;  they  cannot  infuse  their  own  vitality 
into  it.  throughout  all  its  parts,  but  they  simply  sit  as  a  sort  of  a 
presiding  officer. 

In  this  respect  too.  of  course,  I  appreciate  the  criticism  that  is 
rising  to  the  lips  of  many  of  you  right  now — and  that  is  that  we 
were  giving  too  much  power  to  the  heads  of  the  departments. 
That  was  the  objection  I  met  at  the  time,  but  I  want  to  tell  you. 
my  friends,  that  if  a  man  in  public  life  is  dishonest,  if  he  is  a 
crook,  there  is  no  legislative  device  that  will  make  him  honest,  and 
if  he  is  honest,  you  will  only  get  the  full  benefit  of  his  ability  by 
giving  him  power  commensurate  with  the  responsibility  to  which 
you  hold  him. 

As  a  matter  of  fact,  I  believe  there  is  less  danger  of  corruption 
where  there  is  some  public  official  that  can  be  made  to  stand  up  be- 
fore the  eyes  of  the  people  who  placed  him  there,  and  who  must 
take  the  responsibility  for  good  or  for  ill. 

In  the  case  of  a  board,  there  is  no  one.  Each  member  can  slink 
away  and  get  into  the  shadow  of  the  others,  and  there  is  not  the 
same  inducement  to  fully  discharge  the  duty  as  when  the  individual 
knows  that  he  is  being  held  personally  responsible  for  it. 

Now  among  these  nine  departments  was  one  which  I  am  going 
to  particularly  discuss  today,  which  was.  so  far  as  I  am  aware. 
practically  new  in  this  country — the  department  which  we  called 
the  department  of  finance.  We  have  been  lackiiTg  in  America, 
generally,  in  this  respect.  x\ll  departments  of  government  have 
been  spending  departments.  We  have  not  set  aside  any  one  single 
department  of  government  designed  not  to  expend  the  people's 
money,  for  no  matter  how  legitimate  purposes,  but  to  supervise 
the  expenditures  of  every  other  department  of  the  government. 
In  private  business  there  is  such  an  officer,  no  matter  what  the 
magnitude  of  the  business  may  be.  Even  if  it  be  only  moderately 
large,  there  is  some  official — usually  a  vice  president ;  sometimes 
they  call  him  treasurer ;  sometimes  they  call  him  something  else — 
somebody  whose  business  it  is  all  the  while  to  act  upon  the  side 
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other  than  the  spending  side  of  the  business.  This  department  of 
finance  which  we  created  was  intended  to  take  that  place. 

The  necessity  for  that  is  perfectly  obvious.  It  does  not  make 
any  difference  how  honest  the  public  official  may  be,  for  if  he  be 
a  good  public  official,  frequently  there  is  all  the  more  need  for  a 
general  supervision  because,  engrossed  in  his  own  particular  field, 
he  sees  the  importance  of  that  and  he  sees  how  much  more  he 
could  do  if  he  only  had  more  money.  The  tendency  always  is  to 
emphasize  his  own  particular  fraction  of  the  government,  either 
state  or  federal.  Therefore,  I  say  that  frequently  the  more  com- 
petent the  official  is,  the  more  essential  it  is  that  there  should  be 
some  one  on  the  other  side  who  is  watching  his  expenditures  with 
relation  to  the  available  income,  and  the  larger  the  income  of  the 
state  or  the  particular  subdivision,  the  greater  is  the  necessity  for 
careful  supervision;  the  more  opportunities  there  are  for  undue 
expenditures. 

To  illustrate  this  in  a  simple  way:  like  most  of  you  gentlemen, 
I  suppose  I  have  at  times  lived  upon  as  slender  an  income  as  any 
one  you  ever  saw,  and  at  times  I  have  had  a  much  larger  income. 
Since  farming  is  my  main  occupation  now,  it  is  not  quite  as  large 
now  as  it  was  a  little  while  ago.  But  when  my  income  was  at  the 
minimum,  it  needed  less  financial  supervision  than  it  did  when  it 
had  increased  manyfold.  It  is  a  simple  proposition;  it  is  easier  to 
live  within  a  small  income  than  a  fair-sized  income ;  that  is,  I  mean 
to  say,  it  takes  more  time  and  more  attention  if  you  are  going  to 
succeed  in  doing  it — and  that  same  thing  applies  to  government. 

Now  this  department  of  finance  which  we  created  was  given 
two  sets  of  powers.  It  was  the  real  keystone  of  the  system  we 
established.  Under  one  set  of  powers  it  exercised  general  super- 
vision over  all  the  spending  departments  of  the  government  and  it 
provided,  for  instance,  for  uniform  bookkeeping,  so  that  compari- 
sons could  be  made,  to  see  why  one  institution  under  practically 
the  same  circumstances  was  spending  much  more  than  another. 
It  was  given  the  power  to  make  investigations  into  any  spending 
department  of  the  government.  Above  all,  it  was  required  to  ap- 
prove or  disapprove  all  vouchers.  Of  course,  under  the  govern- 
ment of  every  state,  vouchers  must  be  approved  before  they  are 
paid.  That  is  what  we  have  state  auditors  for,  as  you  know,  but 
the  state  auditor's  power  is  limited  to  determining  whether  or  not 
the  voucher  drawn  is  legal;  whether  it  is  within  the  appropriation. 
He  cannot  go  into  the  question  of  the  propriety  of  the  expenditure; 
he  has  nothing  to  do  with  the  wisdom  of  the  expenditure  of  money. 
So  we  gave  this  department  of  finance  that  power.  He  must  ap- 
prove all  vouchers,  before  they  can  be  paid. 

The  reason  for  that  is  perfectly  obvious.  No  general  assembly, 
no  matter  how  wise — and  particularly  one  that  meets  but  once  in 
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two  years  as  in  my  own  state  and  in  many  other  states  in  the 
Union — can  anticipate  for  two  years  in  advance  what  is  going  to 
be  needed  by  the  several  departments  of  government.  Therefore 
they  generally  make  an  appropriation  considerably  more  than  is 
actually  needed,  and  even  in  the  best  possible  faith.  And  that 
appropriation  will  be  spent  during  the  next  two  years,  I  care  not 
how  good  the  public  official  is.  I  do  not  know  why  it  is.  I  think 
all  men  are  alike  in  that  respect.  I  suppose  it  is  one  of  the  fruits 
of  the  transgression  of  Adam,  but  at  any  rate,  I  never  heard  of  a 
public  official  anywhere  who  did  not  feel  that  it  was  a  sort  of  a 
reflection  upon  his  competency  if  he  turned  over  an  unexpended 
balance  at  the  end  of  the  appropriation  period.  (Laughter  and 
applause) 

If  any  unusual  expenditure  in  practice  was  to  be  made  by  a  de- 
partment, within  the  law  of  course,  it  was  well  for  that  department 
to  consult  with  the  finance  department.  And  so,  not  by  the  pro- 
vision of  the  law,  but  in  practice,  everybody  got  to  consulting 
him;  he  was  the  real  finance  advisor  of  the  state  government.  It 
worked  admirably  with  us;  it  resulted  in  very  great  savings.  Of 
that  there  can  be  no  question. 

Then  we  gave  him  another  set  of  duties,  which  was  to  prepare 
a  budget  for  the  next  biennium.  He  was,  during  the  two  years 
preceding  the  meeting  of  the  next  general  assembly — in  fact  every 
day — qualifying  himself  for  intelligently  passing  upon  that  budget, 
because  in  the  exercise  of  his  first  set  of  powers ;  namely,  financial 
supervision,  he  was  inquiring  into  the  need  of  this  or  the  other 
expenditure,  and  the  reason  for  it,  and  so  he  was  getting  the 
accurate  information  which  enabled  him,  when  it  came  to  making 
the  budget,  to  know  whether  or  not  more  was  being  asked  by  the 
departments  than  was  absolutely  necessary.  In  fact,  I  have  reached 
the  conclusion,  as  the  result  of  my  own  observ^ation  and  experience, 
that  no  budget  will  be  wholly  satisfactory  unless  the  director  of 
that  budget  also  has  some  measure  of  power  over  the  general  ex- 
penditures of  government;  unless  he  exercises  supervision  in  some 
fashion. 

In  making  estimates,  we  are  all  inclined  to  resolve  all  the  doubts 
in  our  own  favor.  It  is  the  hardest  thing  in  the  world  for  an 
independent  budget  official,  who  has  not  been  in  constant  touch 
with  the  financial  side  of  government,  to  know,  when  those  esti- 
mates are  presented,  whether  they  are  excessive  or  not.  Of  course, 
upon  their  face  everything  is  necessary  and  you  are  at  every  dis- 
advantage if  you  are  upon  the  other  side;  but  with  a  budgetary 
director,  also  exercising  this  general  supervision  for  two  years 
before ;  exercising  real  financial  control  over  expenditures ;  when 
estimates  are  submitted  to  him  at  the  end  of  the  biennium,  for  the 
next  biennium,  he  can  compare  them  with  what  he  has  been  doing, 
16 
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and  with  what  he  has  seen ;  he  can  make  comparisons  and  can  make 
a  budget  intelligently. 

I  know  the  objection  to  this.  A  lot  of  people  will  say  that  it  is 
giving  one  department  of  government  undue  powers,  as  compared 
with  the  others,  which  will  result  in  friction  between  the  depart- 
ments; but  it  was  always  understood  that  when  any  question  arose 
as  between  the  department  of  finance  and  any  other  department, 
over  the  propriety  of  an  expenditure,  it  would  be  referred  to 
me  for  arbitration.  That  was  the  natural  and  obvious  thing. 
As  a  matter  of  fact,  in  practice  that  did  not  happen  more  than 
tw^o  or  three  times  during  the  four  years  I  was  Governor,  because 
the  heads  of  the  departments,  if  they  are  good  officials  (and  if 
they  are  not  good  officials  there  is  no  system  on  earth  that  will 
function)  will  just  fall  into  a  spirit  of  cooperation,  where  they 
are  working  for  the  same  end,  and  will,  without  thinking  of  it 
themselves,  hold  frequent  conferences  over  all  questions  of  ex- 
penditure. 

Our  budgets  were  made  up  in  that  way.  The  result  was  that 
we  did  not  have  any  trouble  with  our  budgets  when  they  were 
submitted  to  the  general  assembly.  Everybody  used  to  assume 
that  the  legislature  would  fight  any  budget,  because  it  would  be  a 
usurpation  of  their  power,  and  most  writers  upon  the  subject  have 
assumed  that  3^ou  have  to  have  an  amendment  to  the  constitution, 
so  that  the  legislature  is  bound  not  to  pass  any  other  appropria- 
tions, until  they  have  acted  upon  the  executive  budget.  Theo- 
retically maybe  that  is  true ;  we  did  not  find  it  so  in  practice  at  all. 
As  a  matter  of  fact,  the  appropriations  committees  of  both  the 
House  and  the  Senate,  when  they  saw  what  had  been  done,  were 
tremendously  relieved  and  fell  into  whole-hearted  cooperation  with 
our  department  of  finance,  and  the  budgets  were  enacted  into  law 
with  substantially  no  change,  and  with  absolutely  no  change  un- 
less they  had  consulted  with  us  in  the  meantime.  Because  no  matter 
how  wise  that  appropriation  committee  was,  how  could  it  know 
what  the  needs  of  this  or  that  institution  or  department  of  govern- 
ment were,  in  the  brief  time  which  they  had?  Therefore  they  felt 
all  the  while  a  sense  of  incompleteness  of  their  work;  but  with 
the  budget  worked  out,  with  a  reason  for  every  step  that  had  been 
taken,  we  got  the  fullest  cooperation  in  every  way. 

I  am  going  to  make  one  or  two  further  suggestions  that  may  be 
of  interest  to  you.  You  take  our  government  at  Washington,  for 
instance.  I  noted  a  look  of  doubt  upon  the  faces  of  some  of  you 
when  I  said  that  it  seemed  to  me  that  it  was  shaped  to  function 
better  in  its  earlier  stages  than  it  is  today,  and  I  will  explain  what 
I  mean.  When  the  treasury  department  was  established  by  the 
genius  of  Alexander  Hamilton,  the  first  secretary  of  the  treasury, 
it  was  established  purely  as  a  financial  department  of  government. 
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By  a  natural  process  of  evolution  it  would  have  been  this  other 
financial  department  of  government  of  which  I  spoke  a  moment 
ago,  set  against  all  the  spending  departments,  but  new  functions 
gradually  have  been  added  to  it,  such  as  public  health,  public 
buildings,  and  coast  guard.  As  a  matter  of  fact,  whenever  we 
create  some  new  activity  of  government,  we  do  not  allocate  it  to 
a  department  simply  because  it  naturally  belongs  there,  but  for 
political  reasons,  or  on  account  of  the  popularity  of  the  incumbent 
of  that  office,  and  so  we  go  on  adding  and  adding  and  adding, 
until  we  have  not  departments  of  government  in  any  proper  sense 
of  the  word  but  great  unwieldy  aggregations  of  bureaus  and 
divisions. 

We  talk  of  ten  departments  of  government  at  Washington;  the 
Lord  only  knows  how  many  departments  of  government  there  are 
there,  because  of  this  tendency  of  our  legislation  to  so  strictly  de- 
fine everything.  We  have  independent  bureaus  and  divisions  by 
the  score,  scattered  through  those  departments.  Xot  only  that,  we 
do  not  even  take  the  trouble  to  put  them  in  any  department  of  late 
years.  There  are  over  forty  of  the  most  important  activities  of 
the  federal  government  that  are  outside  of  any  department,  such 
as  the  Shipping  Board,  if  you  please,  and  others  that  I  might  name. 
The  result  is  that  they  are  answerable  to  nobody  but  the  President. 

Xow  I  submit  that  no  great  business  can  be  properly  conducted 
unless  it  is  so  organized  that  in  the  first  instance  even,-  bit  of  busi- 
ness first  receives  the  attention  of  some  vice-president  or  somebody 
at  the  head  of  a  department. 

The  president  of  this  great  country,  just  as  the  governor  of  a 
state,  is  so  occupied  that  if  any  duty  is  devolved  upon  him  directly, 
that  does  not  first  require  the  attention  of  some  department  head, 
it  is  sure  to  receive  neglect,  regardless  of  what  the  zeal  or  capacity 
of  the  president  or  the  governor  may  be.  So  all  of  those  duties 
should  be  distributed  amongst  the  several  departments  of  govern- 
ment, in  the  first  instance. 

Xow  you  will  say,  ''  But  how  can  that  be  done  with  a  body  that 
is  partly  administrative  and  partly  judicial?"  Let  me  answer 
how  we  did  it  in  Illinois,  and  we  found  that  it  worked  admirably. 
Take  our  public  utilities  commission.  It  has  mixed  duties.  It  had 
an  immense  amount  of  administrative  work.  As  every  one  knows 
who  knows  anything  about  it.  that  had  nothing  to  do  with  judicial 
decision.  It  also  had  its  judicial  work,  namely,  fixing  public  utility 
rates.  So  we  allocated  that  commission  to  the  department  that  we 
call  "  Trade  and  Commerce "  but  provided  in  the  law  that  only 
over  administrative  duties  was  the  director  of  that  department 
supreme,  and  that  when  it  came  to  the  judicial  duties  the  commis- 
sion acted  as  independently  as  any  court  would  act.  It  worked 
perfectly  well  in  practice.     The  commission  was  relieved  of  this 
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immense  amount  of  adminstration  and  we  could  keep  our  hands 
upon  the  administrative  work  of  that  vast  commission  as  we  could 
not  have^  done  if  it  had  not  been  so  allocated.  There  is  no  reason 
why,  even  where  a  commission  is  necessary,  as  in  the  case  of  a 
commission  with  quasi-judicial  or  quasi-legislative  duties,  it  should 
not  be  allocated,  with  that  limitation,  to  some  one  of  the  principal 
departments  of  government.  If  every  activity  of  the  government 
must  first  come  under  the  eye  of  a  department  head,  it  is  perfectly 
possible  for  the  chief  executive  to  keep  in  daily  contact  with  all 
the  activities  of  the  government,  no  matter  how  extensive  those 
activities  may  be. 

I  had  not  intended  to  say  this  but  it  comes  to  my  mind  now  and 
is  appropriate.  Since  the  lamented  death  of  our  president  recently, 
everybody  has  been  making  suggestions  about  how  the  president 
could  be  relieved  of  his  duties,  so  that  those  duties  can  be  borne 
by  mortal  man  without  either  the  wreck  of  his  health  or  the  loss 
of  his  life,  and  somebody  has  suggested  an  assistant  to  the  presi- 
dent. Let  me  call  your  attention  to  the  fact  that  the  duties  that 
bore  the  most  heavily  upon  President  Harding,  as  anyone  who  has 
followed  the  presidents  knows,  were  with  reference  to  those  very 
activities  of  government  that  were  within  no  department  of  gov- 
ernment— questions  of  the  shipping  board;  the  war  labor  board; 
the  interstate  commerce  commission.  We  all  know,  from  our 
reading  of  the  daily  press,  that  those  questions  that  did  not  have 
the  benefit  of  the  judgment,  in  the  first  instance,  of  some  head  of 
a  department  were  the  questions  that  helped  kill  him.  With  a 
proper  organization  of  government  those  questions,  in  the  first  in- 
stance, would  have  been  taken  up  by  the  head  of  a  department,  and 
if  they  were  of  much  magnitude,  he  would  have  been  called  in, 
just  as  is  done  in  the  case  of  the  great  industrial  organizations  of 
the  country. 

There  is  just  one  other  thing  I  am  going  to  say  and  that  is  this. 
Of  course,  the  wit  of  man  has  never  devised  a  form  of  government 
which  will  function  itself.  You  are  only  going  to  meet  effectively 
this  whole  question  of  taxation  and  the  control  of  expenditures 
when  the  public  generally  comes  to  realize  that  they  are  paying  the 
cost  of  government.     (Applause)     They  do  not  realize  that  now. 

The  demagogue  is  abroad  in  the  land,  saying  to  the  people, 
"  Why,  you  don't  have  to  pay  for  this ;  make  the  rich  pay  for  it." 
That  is  leading  the  people  to  their  own  undoing,  without  doubt. 
I  am  not  going  to  be  so  presumptuous,  in  the  presence  of  so  dis- 
tinguished an  authority  as  Dr.  Adams,  the  president  of  your  asso- 
ciation, and  the  other  economists  here,  as  to  discuss  the  incidence 
of  taxes;  yet,  frankly,  I  have  never  known  the  genius  of  man  to 
invent  any  form  of  taxes  which  the  public  generally  in  the  end  did 
not  pay.    If  we  could  make  the  people  of  the  United  States  believe 
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this,  so  that  they  would  take  a  little  larger  interest  in  public  ex- 
penditures ;  so  that  they  could  escape  the  illusion  that  someone  else 
bears  the  burden  and  not  themselves,  we  should  have  gone  a  long 
way  towards  solving  the  problems,  both  of  taxation  and  the  control 
of  expenditures  in  government.  This  association,  perhaps,  can  do 
its  greatest  work  along  educational  lines  in  this  way. 

I  appreciate  very  much  the  honor  you  have  done  me  by  inviting 
me  to  your  meeting.  As  I  say,  I  am  not  an  economist  nor  am  I  an 
expert,  but  I  trust  that  maybe  some  of  the  practical  observations 
I  have  been  able  to  make  may  be  helpful  to  you  more  scientific 
gentlemen  in  considering  these  great  questions.     I  thank  you. 

All  arose  and  applauded. 

Mr.  G.  Lord  :  ]\Ir.  Chairman,  I  move  at  this  time  that  the  con- 
ference extend  a  rising  vote  of  thanks  to  Governor  Lowden  for 
the  excellent  address  he  has  made  to  the  conference. 

The  motion  was  seconded  by  Captain  White. 

Chairman  Hallaxax  :  It  has  been  moved  and  seconded  that 
the  conference  extend  a  rising  vote  of  thanks  to  Governor  Lowden. 
May  I  ask  for  a  rising  vote  ? 

All  arose  and  applauded. 

Chairman  Hallanan  :  I  am  sure  that  Governor  Lowden  will 
be  very  glad  to  respond  to  any  questions  that  any  of  the  delegates 
may  desire  to  propound  to  him  at  this  time,  and  before  entering 
into  a  general  discussion  of  the  subject  I  shall  await  those  who 
may  desire  to  ask  any  questions  concerning  the  matter  covered  by 
his  address. 

Mr.  G.  Lord:  Mr.  Chairman,  I  should  like  to  ask  the  Governor 
whether  the  new  departments  that  he  created  in  Illinois  are  still 
functioning  as  such,  just  as  he  left  them.     (Laughter) 

Governor  Lowden  :  What  was  it  the  chairman  promised  that  I 
would  do?     (Laughter) 

Chairman  Hallanan  :  I  suggested  that  you  would  endeavor 
to  answer  questions. 

Governor  Lowden  :  Well,  of  course,  I  have  not  been  around 
Springfield  for  a  number  of  years  now.  (Laughter)  I  am  only 
going  to  answer  questions  of  which  I  have  personal  knowledge. 
(Laughter) 

Mr.  Sutherland:  Mr.  Chairman,  may  I  say  that  from  my  own 
observation  I  think  that  Governor  Lowden  and  the  legislature 
which  cooperated  with  him  did  a  lasting  job  for  the  State  of  Illi- 
nois when  they  put  that  system,  that  the  Governor  has  described,. 
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on  the  statute  books;  and  I  think  that  under  any  administration  it 
will  show  its  value  over  the  situation  as  it  would  have  been  under 
the  old  system,  with  the  same  administration.     (Applause) 

Mr.  Zoercher  :  Mr.  Chairman,  I  wanted  to  ask  the  Governor 
whether  this  control  extends  farther  than  the  state;  has  it  reached 
the  count}'  ? 

Governor  Lowden  :  No,  it  could  not  do  that,  Mr.  Zoercher, 
under  our  constitution. 

Mr.  Franklin  :  I  just  wanted  to  ask  what  were  those  nine  sep- 
arate departments  ?  How  were  the  heads  of  the  departments 
elected  or  appointed  and  were  they  subject  to  removal? 

Governor  Lowden  :  They  were  appointed  by  the  Governor  and 
confirmed  by  the  Senate.  Under  our  constitution,  all  appointees 
of  the  Governor  may  be  removed  by  him. 

Mr.  Franklin:  Were  the  state  officials  heads  of  those  depart- 
ments ? 

Governor  Lowden  :  Not  the  elective  officials.  The  heads  of 
departments  were  appointed  by  the  Governor. 

Mr.  Simms:  Governor  Lowden,  I  should  like  to  know  how  you 
assembled  the  necessary  number  of  experts  to  work  out  this  plan 
before  you  enacted  the  legislation  correcting  the  system;  whether 
they  were  local  people  of  Illinois,  and  whether  you  also  consulted 
persons  of  other  states,  and  about  how  long  it  took  you  to  work 
out  the  plan  which  later  was  adopted  by  the  state  as  indicated  by 
you? 

Governor  Lowden  :  Perhaps  I  should  have  stated  that  some 
years  before  I  became  Governor,  a  commission  had  been  created 
to  make  a  survey  of  the  government.  That  commission  had  been 
at  work,  so  that  we  had  that  complete  survey;  and  in  doing  that 
work  they  had  called  in  experts  from  outside  the  state,  and  our 
own  state  university  took  a  very  prominent  part  and  rendered  very 
great  assistance ;  so  that  when  I  was  elected  I  had  all  of  this 
material  before  me.  Of  course,  we  did  not  follow  necessarily  the 
form  that  they  recommended ;  in  fact,  we  disagreed  fundamentally, 
but  we  had  a  complete  knowledge  of  the  exact  status  of  these 
dififerent  agencies,  you  see.  For  instance,  the  commission  rather 
felt  that  there  should  be  a  commission  at  the  head  of  some  depart- 
ments, or  a  board  rather  than  an  individual.  We  did  not  follow 
them  in  that,  we  did  not  follow  them  as  to  many  other  things,  but 
we  did  have  the  facts  as  to  existing  conditions  before  us,  which, 
of  course,  was  the  important  thing. 

Mr.  Simms:  Governor,  do  you  know  about  how  long  that  com- 
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mission  or  survey  was  engaged  in  the  effort  to  assemble  the  neces- 
sary information  and  data  for  the  report? 

Governor  Lowdex  :  I  should  suppose  that  they  must  have  been 
at  work  three  or  four  j-ears,  at  times;  I  do  not  suppose  all  the 
while.     It  was  a  legislative  commission. 

Mr.  Lixk:  ]\Ir.  Chairman,  I  am  very  sure  that  this  audience 
would  be  greatly  interested  to  have  Governor  Lowden  explain  his 
tax  commission;  how  it  was  created. 

GovERXOR  Lowdex  :  I  shall  be  very  glad  to  do  that,  Mr.  Link. 

When  I  became  Governor,  we  had  a  State  Board  of  Equaliza- 
tion, composed  of  one  member  elected  from  each  congressional 
district  of  the  state,  which  exercised  all  the  powers  that  any  state 
body  we  had,  exercised  over  the  question  of  taxation.  I  did  not 
think  very  much  of  that  body,  and  it  didn't  function  as  a  matter 
of  fact,  and  so  we  abolished  that  and  created  a  Tax  Commission, 
composed  of  three  individuals,  upon  whom  we  conferred  the 
powers  that  had  theretofore  been  exercised  by  the  State  Board  of 
Equalization.  Those  commissioners  were  appointed  by  the  Gov- 
ernor for  different  periods,  so  that  presumably  their  terms  would 
not  all  expire  at  once ;  and  that  commission  again  was  allocated 
to  the  department  of  finance,  because  it  seemed  to  belong  there 
rather  than  anywhere  else,  but  again  with  the  provision  that  the 
director  of  finance  only  exercised  direction  over  the  administra- 
tive end  of  their  work.  When  it  came  to  fixing  taxes  or  any 
judicial  question,  the  commission  acted  independentl}'.  And  that 
is  the  situation  out  there  today. 

]Mr.  Tuxell:  Mr.  Chairman,  I  think  there  is  one  point  that 
Governor  Lowden  has  referred  to,  upon  which  perhaps  you  would 
all  like  a  little  further  information,  so  I  am  just  going  to  oft'er  a 
suggestion. 

Governor  Lowden  spoke  about  the  ambition  of  every  office- 
holder to  spend  all  of  his  appropriation.  In  order  to  reach  the 
goal  that  they  set  for  themselves,  they  frequently  get  up  such  a 
pace  that  they  expend  all  the  money  that  has  been  appropriated, 
before  the  end  of  the  period,  and  often  exceed  the  appropriation, 
although  there  may  be  laws  of  the  strictest  kind  to  prevent  expen- 
ditures beyond  the  appropriation. 

I  remember  a  conference  with  the  director  of  the  budget,  in 
which  he  spoke  to  me  of  the  manner  in  which  you  kept  continuous 
control,  so  that  there  would  be  no  excess  of  expenditure,  and  the 
expenditure  would  be  made  to  cover  the  entire  period  of  time. 

Governor  Lowden  :  I  am  glad  you  called  my  attention  to  that. 
Mr.  Tunell.  Of  course,  as  you  say,  even  with  the  best  of  purpose, 
the  zealous  official  may  be  traveling  at  too  fast  a  rate.     Xow,  our 


248  NATIONAL  TAX  ASSOCIATION 

director  of  finance,  as  he  was  given  power  to  do,  under  the  civil 
administrative  code,  required  each  spending  official,  that  is,  each 
head  of  a  department,  to  make  an  estimate  a  year  in  advance  of 
just  what  he  would  require  for  each  of  those  twelve  months. 
Sometimes  he  would  require  them  in  greater  detail,  and  sometimes 
less.  With  that  before  him,  in  exercising  his  power  of  approving 
or  disapproving  vouchers,  if  he  saw  that  the  head  of  this  depart- 
ment was  likely  to  expend  money  more  rapidly  than  he  could  keep 
up  the  pace  to  the  end,  he'd  call  him  down  on  that.  So  we  did 
not  have  that  happen.  After  it  has  happened,  it  is  too  late — but  we 
kept  a  check  on  everybody  who  had  the  power  to  expend  money 
in  that  way. 

Captain  White:  I  should  like  to  ask  the  Governor:  as  the 
appointees  of  these  different  departments  are  likely  to  belong  to 
the  same  political  party  as  the  governor,  would  it  be  advisable  to 
appoint  as  supervisor  of  their  expenditures  a  member  of  the  op- 
posing party,  so  that  he  might  effectively  act  as  a  brake  against 
excessive  expenditures,  or  be  partly  responsible  for  them?  (Laugh- 
ter) 

Governor  Lowden  :  Well,  that  is  rather  a  difficult  question, 
Captain,  but  it  comes  within  the  promise  of  the  chairman,  and  I 
am  going  to  say  that  within  my  observation  I  have  never  known 
any  bipartisan  scheme  in  administration  to  be  anything  else  than 
an  absolute  fraud,  when  it  came  to  accomplishing  the  purpose  for 
which  it  was  established.      (Applause) 

You  take  the  civil  service  commission,  which  is  always  com- 
posed of  two  members  of  the  dominant  party  and  one  of  the  other, 
under  the  laws  of  most  of  the  states;  if  anybody  with  a  naked  eye 
can  tell  any  difference  between  the  democrat  and  the  republican 
thirty  days  after  they  are  appointed,  he  is  smarter  than  I  am. 
(Laughter  and  applause) 

Mr.  Cassidy  :  In  1921  the  legislature  of  Ohio  adopted  a  reorgan- 
ization code  drafted  along  the  lines  of  that  of  the  State  of  Illinois. 
The  proposition  of  taxation  was  put  into  the  department  of  finance, 
and  the  same  attempt  was  made  to  divide  the  duties  into  admin- 
istrative and  judicial.  However,  I  am  sorry  to  say  I  cannot  draw 
as  rosy  a  picture  of  the  results  as  has  been  drawn  in  Illinois,  be- 
cause since  that  time  not  a  single  employee  of  the  commission  has 
been  under  its  control;  it  has  entirely  destroyed  the  morale  of  our 
employees.  I  am  sorry  that  is  so,  but  they  are  under  the  director 
of  finance ;  they  are  not  under  the  commission.  Their  appoint- 
ments come  from  him ;  their  promotions  come  from  him ;  their  pay 
comes  from  him.  It  unfortunately  happens,  at  the  present  time, 
that  this  director  is  of  one  political  party  and  the  head  of  our 
commission  is   of    another.     That   is  an   unfortunate   situation.     I 
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don't  think  if  I  were  put  on  the  witness  stand,  I  could  recommend 
a  similar  division  of  authority  for  any  other  state. 

Mr.  E.  p.  Doyle  :  We  followed  the  Governor's  plan  in  New 
York  State  and  a  commission  was  employed  to  make  a  survey  of 
the  government.  We  found  that  there  were  126  independent 
bureaus,  and  a  very  serious  effort  was  made  in  the  past  year  to 
consolidate  these  various  bureaus  and  to  create  a  simpler  form  of 
government  and  to  some  extent  the  legislation  was  secured,  but 
there  was  some  difficulty.  The  Governor  and  the  Senate  are 
democratic  and  the  assembly  republican,  and  not  all  the  proposals 
for  the  simplification  of  government  were  carried  out.  But  Gov- 
ernor Lowden"s  scheme  was  strongly  recommended  and  to  a  very 
large  extent  carried  out  in  Xew  York  State.  We  found  the  same 
situation  there  that  he  found  in  Illinois. 

Chairman  Hallaxax  :  Pursuing  the  line  of  discussion  of  Gov- 
ernor Lowden's  subject,  I  am  going  to  take  the  liberty  of  calling 
upon  Mr.  Mark  Graves,  formerly  of  the  Board  of  Estimate  of  Xew 
York  State,  now  a  member  of  the  Xew  York  Tax  Commission. 
who  has  had  much  to  do  with  the  public  expenditures  in  the  State 
of  Xew  York.     Mr.  Graves. 

Mr.  Mark  Graves:  Mr.  Chairman  and  gentlemen  of  the  con- 
ference :  After  listening  to  the  very  able  discussion  by  Governor 
Lowden,  there  is  very  little  that  I  can  say  to  you.  I  have  had 
some  little  experience  with  this  subject  in  the  capacity  of  the 
hired  man.  I  am  not  an  expert;  I  am  in  a  class  with  the  mechanic 
who  applied  for  a  job  as  a  mechanic,  and  upon  being  questioned, 
he  said  that  he  had  worked  in  the  Ford  factory  for  a  number  of 
years.  They  asked  him  what  particular  branch  of  the  work  he 
did,  and  he  said  he  spent  his  time  screwing  nuts  on  bolt  number  46. 
(Laughter) 

My  connection  with  the  subject  has  been  somewhat  limited. 

There  are  certain  high  spots  in  the  Governor's  address  which  I 
just  wish  to  stress  and  emphasize  to  you,  because  if  this  confer- 
ence is  to  concern  itself  with  the  expenditure  side  of  government 
as  well  as  the  taxation  side,  we  must  direct  our  effort  along  certain 
channels. 

The  first  point  that  I  wish  to  stress  is  the  one  that  in  all  govern- 
ment there  must  be  a  best  form  of  organization.  We  have  a 
variet\-  of  forms  of  organization  of  state  governments,  but  I  think 
we  should  first  give  our  attention  to  what  is  the  best  form.  That 
is  the  point  to  which  Governor  Lowden  first  gave  his  attention  in 
Illinois.  There  needs  to  be  responsible  government ;  there  needs 
to  be  a  definite  head  to  government,  and  unless  the  Governor  of 
the  state  or  the  President  of  the  Cnited  States  has  men  respon- 
sible to  him  in  charge  of  the  various  functions  of  government,  we 
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shall  not  have  good  government  and  we  will  not  have  economical 
government. 

The  second  point  I  wish  to  stress  is  with  reference  to  the  prep- 
aration of  a  budget.  A  budget  is  something  more  than  a  list  of 
appropriations  to  be  made.  A  budget  properly  prepared  is  a  finan- 
cial program.  It  sets  forth  the  estimated  cost  of  the  various 
branches  of  government,  and  on  the  opposite  side,  the  revenue 
means  of  financing  them. 

In  New  York  at  least — and  I  venture  to  say  it  may  have  been 
so  in  Illinois,  and  perhaps  it  is  so  in  some  of  the  other  states  to- 
day— the  first  concern  and  the  principal  concern  is  to  make  up  the 
proposed  appropriation,  and  having  done  that,  without  giving  at- 
tention to  the  revenue  side  of  it,  the  legislature  proceeds  to  enact 
some  kind  of  a  tax  bill,  or  tax  bills  which  will  produce  the  revenue 
necessary  to  finance  the  budget. 

If  we  have,  as  they  have  in  Illinois,  some  one  official  upon 
whom  is  imposed  the  duty  of  preparing  a  budget,  based  upon  an 
accurate  analysis  of  what  it  will  cost  to  run  the  government,  such 
an  official  will  naturally  strive  to  keep  down  the  appropriation 
side  and  look  to  his  means  of  financing.  So  I  say  again,  if  this 
conference  is  to  concern  itself  with  the  expenditure  side,  that  is 
one  of  the  points  which  it  may  well  stress — to  see  to  it  that  there 
is  in  every  state  and  in  every  governmental  organization  some  re- 
sponsible budget-making  authority. 

The  third  point  of  importance  is  that  of  control  over  expendi- 
tures. It  is  not  sufficient  (at  least  we  found  it  was  not  in  New 
York)  to  just  make  appropriations  and  then  leave  it  to  the  spend- 
ing agencies  to  spend  them  as  fast  as  they  wish,  or  for  what  they 
wish.  It  is  important  to  have  some  check — whether  it  be  in  the 
department  of  finance,  as  is  the  case  in  Illinois,  or  by  some 
method  of  control.  Personally  I  think  the  Illinois  idea  is  as  good 
or  better  than  any  that  I  have  ever  heard  of.  The  main  point  is 
that  there  needs  to  be  someone  watching  the  spending  agencies 
during  the  expenditure  period,  because  unless  that  is  done  there 
will  be  unwise  expenditures  made. 

The  next  matter  of  importance  that  I  should  like  to  stress  is 
this :  We  need  not  only  to  educate  the  public  that  they  are  actually 
paying  these  expenses  and  that  the  money  does  not  come  in  some 
mysterious  way  out  of  some  selected  group  of  people  who  are 
always  in  the  minority,  but  we  need  to  encourage  and  inculcate  in 
the  minds  of  our  public  officials  more  courage.  My  observation  has 
been  that  public  officials — and  I  have  been  one  for  seventeen  years 
myself — as  a  class,  lack  courage,  when  it  comes  down  to  dealing 
with  the  problems  of  personal  and  political  connections. 

It  takes  an  immense  amount  of  courage  for  a  public  official  to 
deny  an  increase  in  salary,  or  to  deny  some  kind  of  a  preference 
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in  the  matter  of  purchasing,  either  on  contract  or  open  market,  to 
some  personal  or  political  friend.  That,  in  my  judgment  should 
be  one  of  the  features  of  the  program  of  this  conference  and  of 
this  association — to  educate  the  public,  that  the  public  pays  the 
tax  bill,  not  necessarily  the  fellow  who  actually  gives  his  check ; 
and  second,  that  public  officials  must  possess  a  higher  degree  of 
courage  than  they  have  in  the  past,  and  that  it  is  expected  of  them. 

Mr.  Zoercher:  Mr.  Chairman,  I  have  not  a  question  but  I 
should  like  to  make  a  few  observations.  I  want  to  say  to  the  Gov- 
ernor that  I  am  the  minority  member  of  the  Indiana  State  Board 
of  Tax  Commissioners.     (Laughter) 

In  1919,  I  think  that  Indiana  blazed  the  way  along  lines  that 
reached  into  every  township  in  the  State  of  Indiana,  in  the  control 
over  the  expenditure  of  money.  We  realized  at  that  time  that  if 
we  w^ere  going  to  increase  the  assessment  of  property  in  the  state, 
which  we  felt  would  come  by  true  assessment,  or  as  nearly  true, 
as  human  skill  and  endurance  and  courage  could  make  it,  that 
there  had  to  be  some  check  somewhere  to  control  the  expenditure 
of  money.  The  increase  in  valuation  in  the  State  of  Indiana  in 
1919,  over  1918,  was  two  and  one-half  times  —  from  two  and  a 
quarter  billion  to  almost  six  billions  of  dollars.  We  had  learned 
from  our  friends  in  Ohio  that  we  must  not  attempt  the  fixed  limit 
on  a  tax  rate,  so  we  conceived  the  idea  that  there  should  be  some 
control,  and  the  control  at  that  time  was  given  to  the  State  Board 
of  Tax  Commissioners  to  have  the  right  to  finally  determine  all  tax 
levies,  if  the  levy  for  all  purposes  exceeded  a  cent  and  a  half,  or 
a  dollar  and  a  half  on  the  hundred. 

There  was,  however,  a  reservation  that  if  the  State  Board  of 
Tax  Commissioners  felt  that  even  at  the  cent  and  a  half,  or  the 
dollar  and  a  half  a  hundred,  more  money  would  be  raised  than 
government  economically  administered  would  require,  we  could 
act  and  have  a  hearing  to  reduce  that  demand.  We  did  reduce  it 
in  1919;  we  cut  out  levies  in  the  State  of  Indiana,  which,  if  they 
had  remained  on  the  books,  would  have  collected  eleven  million 
dollars  of  taxes. 

There  was  also  a  provision  whereby  we  had  control  of  all  bond 
issues.  That  was  held  by  the  supreme  court  of  Indiana  to  be  con- 
stitutional;  the  opinion  was  written  by  Judge  Eubanks,  one  of  the 
strong  men  of  our  supreme  court.  After  that  decision  was  made, 
there  was  no  attempt  made  by  anyone  to  carry  it  higher,  to  the 
Supreme  Court  of  the  United  States.  They  acquiesced  in  that 
decision. 

Now  then,  the  money-spender  got  busy,  the  contractors  who  had 
reached  down  into  the  public  crib  and  had,  by  the  increase  in 
valuation,  gone  around  and  seen  that  road  petitions  were  filed  in 
every  nook  and  corner  of  the  state  so  that  they  could  have  a  satur- 
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nalia  of  expense  in  the  state.  They  got  busy  and  a  special  session 
of  the  legislature  .was  called,  on  account  of  an  unfortunate  decision 
that  was  rendered  in  the  state,  and  they  repealed  the  power  over 
bond  issues  and  tax  levies.  They  conferred  the  power,  however, 
on  the  county  council,  on  the  petition  of  twenty  taxpayers  or  more. 
That  stayed  on  the  statute  books  just  about  four  or  five  months, 
imtil  the  next  regular  session  of  the  legislature — and  I  want  to  say 
that  while  the  candidate  for  Governor  of  the  republican  party  in 
the  State  of  Indiana,  made  the  campaign  that  he  was  in  favor  of 
home  rule  and  doing  away  with  the  authority  of  the  state  board, 
when  the  legislature  convened,  he  had  the  courage  to  admit  that 
the  county  council  was  not  the  proper  body  to  be  endowed  with 
that  power,  and  he  asked  that  the  power  be  again  given  to  the 
State  Board  of  Tax  Commissioners. 

On  the  petition  of  ten  or  more  taxpayers,  in  any  taxing  unit  in 
the  state,  our  board  acquires  jurisdiction  over  bond  issues  and  we 
also  have  jurisdiction  over  tax  levies.  That  jurisdiction,  however, 
only  goes  towards  approving  or  reducing. 

At  the  Minneapolis  conference  last  year,  you  will  remember  that 
Judge  Hough  and  I  gave  you  numerous  examples  of  where  we 
had  laid  the  hand  on  excessive  expenditures,  because  after  all,  the 
question  of  taxation  resolves  itself  into  the  question  of  how  much 
money  you  are  going  to  spend. 

We  have  had  in  this  last  year  numerous  instances.  For  instance, 
I  will  give  you  just  an  example  in  one  city  over  there :  There  was 
a  bond  issue  asked,  of  one  hundred  and  eighty  thousand  dollars, 
for  four  miles  of  road ;  there  were  two  two-mile  stretches.  Under 
our  three-mile  road  law,  when  they  can't  build  it  within  the  three 
miles,  they  set  up  two  petitions  and  make  it  four  miles,  because 
when  it  is  more  than  three  miles  they  have  to  submit  it  to  a  vote. 
(Laughter)  Now  I  happened  to  be  the  commissioner  in  this  case 
and  the  first  question  I  asked  was,  "  Where  is  the  location  of  the 
road?"  All  right;  one  of  the  roads  was  entirely  within  the  cor- 
porate limits  of  the  city  and  the  other  road  was  all  within  the  city, 
except  one-seventh  of  it.  We  have  within  our  state  the  Barrett 
Improvement  Law,  under  which  the  cost  of  the  improvement  is 
assessed  to  the  abutting  property  owners,  and  naturally  the  first 
question  I  asked  was,  "  Why  didn't  you  build  that  under  the  Bar- 
rett law?"  The  answer  was  that  the  property  was  too  poor  and 
could  not  stand  this  enormous  cost. 

Now,  what  developed  at  the  hearing?  It  developed  that  the  tax- 
payers in  that  neighborhood  had  asked  for  a  hard-surface  road, 
expecting  to  get  a  concrete  road.  It  also  developed  that  after  this 
petition  was  filed  and  approved  by  the  board  of  commissioners  and 
the  reviewers  were  appointed,  the  brick  interests  got  busy  and 
took  the  board  of  review  and  the  county  engineer  and  the  county 
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commissioners  on  a  ten-day  junketing  trip  and  when  they  came 
back  they  made  their  report  in  favor  of  a  concrete  base  with  a 
brick  covering.  Instead  of  costing,  as  the  evidence  will  show, 
fifty-six  thousand  dollars  for  two  miles  of  road,  they  asked  for  a 
ninety  thousand  dollar  bond  issue.  Of  course  the  board  turned  it 
down.     (Applause) 

Judge  Hough  :  In  order  to  get  fourteen  minutes,  I  am  going  to 
talk  for  seven  minutes.     (Laughter) 

Chairman  Hallaxax  :  I  was  just  about  to  suggest  that  you 
might  take  up  where  Mr.  Zoercher  left  off. 

Judge  Hough  :  We  attacked  this  proposition  from  a  dififerent 
angle  than  the  one  which  Governor  Lowden  used  in  Illinois.  We 
went  right  to  the  townships  and  to  the  cities  and  to  the  counties 
to  limit  their  expenditure  of  money.  I  will  undertake  to  say  that 
in  the  City  of  Indianapolis  alone  we  have  saved  twice  as  much 
money  as  the  State  of  Illinois  saved  by  the  change  that  you  made. 

If  you  would  wipe  out  entirely  the  expense  of  every  state  officer 
and  every  board  and  of  every  commission,  it  would  amount  to  a 
fraction  of  what  has  been  saved  in  many  of  the  different  counties 
of  our  state. 

In  the  last  two  years,  with  the  budget  of  the  City  of  Indianapolis 
before  our  board,  we  went  through  it  and  wiped  out  one  million, 
two  hundred  thousand  dollars  from  the  taxes  which  would  have 
been  collected  from  the  citizens  of  that  city.  We  went  through  it 
item  by  item.  We  said  to  the  city  officers,  "  What  do  you  want 
this  hundred  and  fifty  thousand  dollars  for?  How  are  you  going 
to  expend  it?"  When  they  could  not  explain  why  they  needed  it. 
we  took  one  hundred  and  fifty  thousand  dollars  oft',  and  with  a 
hundred  thousand  dollars  off  here  and  another  hundred  thousand 
dollars  off  in  another  place,  in  those  two  years  we  took  from  the 
burdened  taxpayers  in  the  City  of  Indianapolis  one  million,  two 
hundred  thousand  dollars,  and  besides  that  we  denied  a  bond  issue 
of  eight  hundred  and  forty-seven  thousand  dollars.  So  within  the 
two  years  we  saved  the  taxpayers  of  the  City  of  Indianapolis 
alone,  two  million  dollars  of  taxes. 

We  cannot  have  any  sort  of  a  law  which  will  solve  the  problem 
of  taxation  unless  you  have  connected  with  it  some  control  of 
public  expenditures,  because  there  is  the  keynote  to  the  subject  of 
taxation.  Until  we  have  every  dollar  of  public  money  expended 
as  carefully  and  as  judicially  as  money  is  expended  in  a  well- 
conducted  private  business,  you  will  never  arrive  at  any  solution 
of  the  problem  of  taxation.      (Applause) 

The  expenditure  of  money  and  the  raising  of  public  money  are 
so  intertwined  that  they  must  be  considered  together.  You  cannot 
have  any  limit  of  tax  levies,  unless  you  have  also  a  limit  upon  the 


254  NATIONAL  TAX  ASSOCIATION 

borrowing  power  of  your  cities.  Over  in  the  state  of  Ohio,  they 
placed  a  limit  upon  the  tax  levy  of  one  per  cent  in  the  townships 
and  one  and  a  half  per  cent  in  the  cities.  What  was  the  result? 
The  City  of  Cleveland  today  has  an  indebtedness  of  one  hundred 
and  twenty  million  dollars;  the  City  of  Cincinnati  has  an  indebt- 
edness of  ninety-four  millions  of  dollars,  and  lying  upon  the  mayor's 
table  today  there  are  propositions  for  the  issuance  of  thirty  more 
millions  of  dollars  of  bonds  in  Cincinnati.  In  that  city  there  is 
also  an  occupation  tax  levied  upon  every  profession,  every  business 
and  every  trade,  and  if  it  had  not  been  for  that  occupation  tax 
they  would  not  have  had  a  single  dollar  to  pay  the  officers  of  that 
city  for  the  administration  of  the  city's  business  during  the  past 
year.  As  I  said,  the  indebtedness  of  Cleveland  is  one  hundred 
and  twenty  million  dollars;  the  indebtedness  in  the  State  of  In- 
diana today,  including  every  city,  every  county  and  every  town- 
ship, is  only  one  hundred  and  fourteen  millions  of  dollars — less  than 
the  City  of  Cleveland  alone  owes. 

The  City  of  Detroit  has  an  indebtedness  of  one  hundred  and 
thirty  millions  of  dollars,  and  six  years  ago  Detroit  did  not  have 
one  dollar  of  indebtedness,  and  that  great  bond  issue  which  they 
must  pay  by  taxes  upon  their  people  grew  out  of  what  Governor 
Lowden  referred  to  here  a  few  moments  ago — out  of  the  activities 
of  these  different  boards  and  commissions,  every  one  of  which 
loses  sight  of  every  other  function  of  the  government  excepting 
its  own  particular  function. 

In  1917  there  appeared  before  the  City  Council  of  Detroit  four 
or  five  ladies  and  gentlemen  who  said  that  the  city  ought  to  expend 
a  little  something  for  recreation;  they  should  provide  some  play- 
grounds for  their  children.  Well,  they  asked  for  a  modest  appro- 
priation of  ten  thousand  dollars,  and  it  was  granted  by  the  council. 
They  recognized  some  merit  in  it  and  last  year,  to  that  same  activ- 
ity, they  appropriated  four  hundred  thousand  dollars — showing  how 
it  has  gone  up. 

So  you  take  the  police  board;  the  firemen's  board;  the  board  of 
health,  and  the  various  boards  that  control  the  municipal  govern- 
ments of  our  cities,  and  you  will  find  that  every  board  is  continu- 
ally asking  for  more  money,  and  more  money  and  more  money. 
We  see  that  so  plainly  in  going  through  these  tax  levies  that  are 
submitted  to  our  board. 

Last  year  when  the  ex-mayor  of  the  city,  representing  the  City 
of  Indianapolis,  appeared  before  our  board  and  asked  us  to  sustain 
the  levies  that  had  been  made  by  the  city  council  and  the  various 
tax-levying  bodies  of  the  city  government,  I  said  to  him,  "  Mr. 
Buckwalter,  we  cut  out  of  the  budget  of  Indianapolis  last  year  six 
hundred  thousand  dollars.  Can  you  point  your  finger  to  a  single 
activity  in  this  city  that  suffered  by  reason  of  that  cut?"     He  said. 
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"  I  do  not  believe  we  can,  but  I  think  we  need  all  the  money  we 
are  asking  for  this  year."  (Laughter)  And  then  I  said.  "Let  me 
ask  you,  if  you  had  had  that  money;  if  every  dollar  of  it  would 
not  have  been  expended?"  He  responded,  "Well,  I  am  afraid  it 
would,  Mr.  Commissioner."     (Applause) 

Mr.  Townsend  (of  West  Virginia)  :  When  I  look  at  this  pro- 
gram here,  I  see  that  it  is  the  sixteenth  annual  conference  on 
taxation.  I  had  the  distinction  of  attending  the  first  .suxiv^'.  con- 
ference on  taxation  that  was  held  in  the  city  of  Columbus  in  1907. 
I  am  reminded  today  that  I  heard  identically  the  same  questions 
discussed  then  that  are  being  discussed  now.  The  question  before 
the  conference  at  that  time  was  the  question  of  tax  limitations  and 
tax  expenditures,  and  that  is  the  same  question  that  is  here  today. 
I  have  observed,  however,  that  in  my  own  state,  and  I  am  not 
prepared  to  speak  about  the  distinguished  State  of  Illinois  or  the 
State  of  Ohio,  but  it  has  been  my  quiet  observation  that  in  the 
State  of  West  Virginia,  notwithstanding  our  annual  conferences 
and  our  annual  talks  about  questions  of  taxation,  the  rate  has 
continually  increased ;  the  bond  issues  have  continually  increased ; 
the  public  offices  have  continually  increased,  and  we  are  today 
bearing  a  greater  burden  of  taxation  than  ever  before  in  the  his- 
tory of  the  state. 

One  thing  that  Governor  Lowden  said  that  appealed  to  me  as  an 
individual,  more  than  any  one  other  question  that  was  presented, 
was  this :  if  we  would  quit  deceiving  the  public  as  to  who  pays  the 
burdens  of  taxation  and  educate  the  man  on  the  farm,  the  man  in 
the  factory,  and  the  man  who  is  engaged  in  other  employments, 
that  he  bears  the  burdens  of  taxation,  and  if  we  can  arouse  his 
enthusiasm  and  interest  in  the  question  of  taxation,  he  will  put  the 
clamp  on  the  bond  issues  and  the  expenditures  and  the  razzing 
upon  the  public  officers.     (Applause) 

Mr.  Lucas  (of  Virginia)  :  I  do  not  arise  to  a  question  of  per- 
sonal privilege,  but  I  do  want  to  express  to  the  Governor  my  ap- 
preciation of  the  help  that  his  explanation  has  given.  I  hope  it 
will  prove  of  very  present  help  in  time  of  trouble,  for  \"irginia 
has  practically,  after  eight  years'  trial  of  a  new  attempt  to  regulate 
her  assessments  and  her  taxation  properly,  met  with  failure.  Men 
in  one  country  are  paying  on  a  valuation  of  $424  per  annum  on 
automobiles  and  in  counties  adjoining  on  $137.  In  Fauquier 
County,  sheep  are  assessed  at  $11.30;  in  Buchanan  County  at 
$1.50.  These  conditions  breed  anarchy  in  the  100  per  cent  Amer- 
ican heart,  and  with  a  bond  issue  of  fifty  million  dollars,  a  trivial 
drop  in  the  bucket,  for  good  roads  in  Virginia — roads  that  are  con- 
demned universally — we  find  opposition  so  great  that  a  prospec- 
tive candidate  for  governor  was  defeated  this  year,  because  he 
espoused  a  little  fifty  million  dollar  issue  for  roads  for  Virginia. 
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This  control  of  assessments  by  a  central  authority  is  not  in  force 
in  our  state  at  present  and  I  shall  take  back  to  Governor  Trinkle 
this  one  card  of  hope  to  place  on  his  desk,  to  carry  to  the  legis- 
lature in  our  next  assembly,  in  January;  that  we  can  get  some 
assistance  by  following  Illinois'  example  in  the  equalization  board. 

Mr.  Samuel  S.  Lewis:  Mr.  Chairman,  I  should  just  like  to  in- 
quire of  the  Governor,  for  my  own  personal  information,  what 
period  of  time  elapsed  from  the  enactment  of  your  code  until  it 
became  operative  ? 

Governor  Lowdex  :  I  think  it  became  a  law  either  in  ^larch  or 
April  of  1917,  and  went  into  effect,  under  a  constitutional  pro- 
vision, on  the  first  of  July  following. 

Mr.  Lewis  :  And  did  the  code  provide  for  abolition  of  all  statu- 
tory positions? 

Governor  Lowden  :  Yes. 

Mr.  G.  Lord:  Mr.  Chairman,  as  a  resident  of  the  City  of  De- 
troit, I  arise  to  a  question  of  personal  privilege.     (Laughter) 

If  I  understood  Judge  Hough  correctly,  he  made  the  statement 
that  the  City  of  Detroit  six  years  ago  had  no  bonded  debt.  That  is 
a  mistake.  The  City  of  Detroit  had  over  thirty  million  dollars  of 
bonded  debt  ten  years  ago — net  bonded  debt. 

Now,  it  is  true  that  the  City  of  Detroit  today  is  bonded  to  the 
extent  of  approximately  one  hundred  and  fifty  million  dollars,  but 
I  want  to  say  to  you,  ladies  and  gentlemen,  that  we  have  some- 
thing to  show  for  the  one  hundred  and  fifty  million  dollars  in  the 
City  of  Detroit;  and  it  is  possible  that  the  State  of  Indiana  would 
have  something  to  show  for  its  money  if  it  were  a  little  more 
liberal  with  its  local  communities.     (Laughter) 

Mr.  Frank  Orr:  I\Ir.  Chairman,  I  was  going  to  suggest  to  the 
Governor  about  this  responsibility,  in  the  event  you  can't  find  an 
individual,  why  not  turn  it  over  to  the  militia?     (Laughter) 

Chairman  Hallanan  :  Let  me  take  occasion  at  this  time  to 
say  that  perhaps  there  is  no  other  state  in  the  Union  that  feels  the 
real  necessity  of  some  limitation  of  public  indebtedness  any  more 
than  the  State  of  West  Virginia. 

Three  years  ago  West  Virginia  was  one  of  the  few  states  in 
this  Union  that  did  not  have  one  dollar  of  public  debt.  Under  a 
provision  of  the  constitution,  the  legislature  in  the  adjudication 
of  the  antebellum  debt  to  our  mother  state,  issued  bonds  in  the 
amount  of  approximately  fifteen  millions  of  dollars,  which  was 
the  first  authorized  state  debt. 

In  the  following  election,  the  voters  of  West  Virginia  author- 
ized a  continuing  debt  of  some  fifty  millions  of  dollars,   for  the 
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development  of  our  internal  road  system.  In  other  words,  the 
constitutional  provision  provided  that  as  rapidly  as  the  road  debt 
is  liquidated,  the  legislature  may  issue  additional  bonds — not  to  the 
extent,  however,  that  the  issue  may  exceed  fifty  million  dollars  at 
any  one  time.  That  means  that  within  a  period  of  three  years 
this  state,  relatively  small,  has  gone  from  the  one  extreme  of  hav- 
ing not  a  dollar  of  public  debt,  to  the  other  extreme,  where  today 
we  have  an  authorized  public  debt  which  in  proportion  to  our 
assessed  valuation  is  as  great  as  that  of  any  other  state  in  this 
Union.     I  am  speaking  strictly  of  the  state. 

That  very  same  thing  has  happened  in  every  taxing  unit  of  West 
Virginia,  from  the  unit  of  the  state  down  to  the  municipalities. 
The  increase  in  public  debt  in  West  Virginia,  within  the  last  three 
years,  for  all  purposes,  has  been  three  hundred  per  cent  or  more. 
I  say  that  by  way  of  observation,  to  let  you  know  how  intensely 
interested  we  are  in  this  subject  of  the  limitation  of  public  expen- 
ditures and  particularly  the  limitation  of  public  indebtedness. 

AIr.  S.  G.  Cramp  :  Air.  Chairman,  I  want  to  say  that  it  may 
sound  to  some  of  the  gentlemen  here  as  if  Mr.  Zoercher  and 
Judge  Hough  of  Indiana  may  be  extolling  their  own  virtues,  but 
because  I  represent  one  of  the  heaviest  taxpayers  in  the  State  of 
Indiana,  I  know  that  those  gentlemen  did  save  the  taxpayers  ex- 
penditures beyond  what  they  said.  The  reason  was  that  they  were 
fearless  in  administering  their  duties.     (Applause) 

AIr.  Johx  E.  Walker:  Air.  Chairman,  in  view  of  the  fact  that 
the  highway  expenditures  of  the  United  States  have,  in  all,  reached 
in  annual  amount  a  trivial  increase  of  a  billion  dollars,  it  occurred 
to  me  that  possibly  the  members  of  this  conference  might  be  in- 
terested in  knowing  something  of  the  factual  tax  study  which  I 
made  some  time  ago  for  the  national  automobile  chamber  of  com- 
merce. This  tax  study  was  made  primarily  with  two  things  in 
view :  one,  to  ascertain  the  relation  of  the  taxes  paid  by  the  various 
transportation  agencies,  to  the  total  federal,  local  and  state  tax 
burden ;  and  secondly,  the  federal  sources  of  highway  receipts 
and  the  allocation  of  these  receipts  to  the  state  and  local  govern- 
ments. The  latest  year  for  which  we  oculd  get  information  was 
1921.  In  making  this  study  we  had  the  cooperation  of  the  bureau 
of  public  roads,  the  interstate  commerce  commission  and  the  census 
bureau. 

The  stud}'  shows  that  the  total  taxes  paid  in  the  United  States 
in  1921  were  $8,950,000,000.     This  is  divided  as  follows : 

State  and  local    $4,062,000,000 

Federal    4,888,000,000 

Total $8,950,000,000 

17 
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The  aggregate  state  and  federal  taxes  paid  by  transportation 
agencies  in  1921  amounted  to  $706,687,940. 

It  is  thus  apparent  that  taxes  paid  by  motor,  steam  and  electric 
transportation  agencies  amounted  to  7 .9  per  cent  of  the  total  tax 
burden  of  the  Nation. 

State  and  Local  Taxation 

A  survey  of  taxation  for  1919  by  the  National  Industrial  Con- 
ference Board  indicates  that  the  total  burden  of  state  and  local 
taxation  was  $2,964,837,000  in  that  year.  Their  figures  are  based 
on  census  reports  for  1919  and  upon  reports  of  state  auditors  and 
treasurers. 

For  the  same  year  the  report  of  the  Bureau  of  the  Census  on 
"  Financial  Statistics  of  States,"  page  64,  shows  state  receipts 
from  taxes  amounting  to  $527,819,167,  or  17.87o  of  the  total. 

In  1921  a  record  is  available  of  only  thirty  states  in  the  report 
of  the  Bureau  of  the  Census  on  the  "  Financial  Statistics  of 
States."  These  thirty  states  show  tax  receipts  for  the  year  of 
$373,028,148.  Comparing  these  figures  with  the  total  for  the  same 
thirty  states  in  1919,  we  find  their  total  then  was  $271,286,846,  or 
an  increase  in  two  years  from  1919  to  1921  of  37%  in  the  state  tax 
burden. 

Assuming  that  it  is  a  fair  statement  that  local  taxes  increased 
at  least  as  much  as  state  taxes,  and  applying  this  percentage  of 
increase  to  the  total  tax  burden  for  1919,  produces  a  figure  for 
1921  of  $4,061,826,690  for  state  and  local  taxation. 

An  examination  of  the  sources  of  highway  income  from  figures 
obtained  from  the  Bureau  of  Public  Roads  reveals  the  following: 

Amount  Per  cent 

From  bonds    $417,817,208  39. 

From  gasoline  tax  and  registration  fees 109,154,226  10.2 

From  state  taxation : 

General    $381,091,542 

Miscellaneous     88,919,158  470,010,700  43.9 

Federal  and  forest  road  aid  fund   74,679,897  6.9 

$1,071,662,031  100. 

While  the  total  highway  income  for  1921  was  more  than  $1,000, 
000,000,  but  44%  of  this  was  derived  from  current  general  taxa- 
tion. The  remainder  was  obtained  either  from  bonds,  which  will 
be  retired  in  many  instances  from  motor  fees;  from  federal  ap- 
propriations, which  are  far  less  in  extent  than  the  discriminatory 
federal  excise  taxes  imposed  against  the  motor  vehicle;  or  from 
direct  levies  against  the  motor  vehicle  user. 

Putting  it  another  way,  general  tax  levies  for  highway  purposes 
in  1921  constituted  but  5.3  per  cent  of  the  total  national,  state  and 
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local  budget  of  $9,000,000,000  and  but  11.6  per  cent  of  the  state 
and  local  budget  of  $4,000,000,000. 

Motor  Share 

Motor  vehicles  in  the  same  year  paid  in  special  and  personal 
property  taxes  the  sum  of  $337,500,000,  or  an  amount  equivalent 
to  more  than  half  the  current  tax  levy  for  highway  purposes.  In 
detail  these  taxes  were : 

Federal  excise 

Motor  car    $64,388,184 

Motor  truck    1 1,640,055 

Parts,  tires,  etc 39,5 18,009 

State  licenses  (revised  estimate  of  bureau  of  public  roads)  ....  125,000,000 

Gasoline  (15  states)    1 1,000,000 

Municipal,  etc 1 1,000,000 

Personal  property  taxes  (36  states  and  D.  C.) 75,000,000 

Total $337,500,000 

Of  this  total,  however,  paid  by  the  motor  vehicle,  but  $137,000,000 
was  available  for  rural  highway  purposes,  and  of  the  total  almost 
a  third  went  to  the  federal  government  in  discriminatory  excise 
taxes — the  rest  to  municipalities  and  sundry  state  uses. 

Highway  Expenditures 

Of  the  $1,071,662,031,  the  sum  of  $28,000,000  remained  available 
but  unexpended  at  the  end  of  the  year.  The  balance  of  $1,043, 
368,749  was  distributed  as  follows: 

States 

Construction    $271,462,565 

Maintenance     60,418,182 

Admin.,  eng.,  int.,  prin.   and  sink,   fund   on 

bonds     36,665,939 

$368,546,686 

Counties 

Construction  and  maintenance    $458,304,295 

Admin.,  eng.,  etc II3.375>I97 

571,679,492 

Fed.  and  forest  road  aid   103,142,571 


$1,043,368,749 


The  states,  then,  are  handling  35%  of  the  funds,  the  counties 
55%.,  while  10%  goes  into  federal  and  forest  aid  road  work,  in 
conjunction  with  the  state. 

Mr.  Haxsixger  :  I  wanted  to  really  answer  a  question  rather 
than  make  a  speech.     In  the  enthusiasm  of  attending  my  first  con- 
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vention  of  this  association,  I  was  a  little  taken  aback  to  hear  from 
some  of  those  who  have  attended  many  conventions,  that  we  have 
been  discussing  the  same  problem  right  along.  I  thought  I  was 
privileged  to  be  taking  part  in  a  convention  that  was  settling  very 
difficult  problems  and  that  they  would  not  be  bobbing  up  year 
after  year. 

However,  it  seems  to  be  the  consensus  of  opinion  that  one  of 
the  things  that  must  be  done  is  to  educate  the  public.  All  the 
literature  that  I  have  been  able  to  find  on  the  subject  is  technical 
literature ;  difficult  even  for  a  person  who  is  especially  interested 
in  the  subject.  Taxation  is  older  than  golf  but  there  is  a  tremen- 
dous amount  of  golf  literature;  there  is  a  tremendous  educational 
campaign  on  golf  going  on  continuously,  and  I  should  like  to  know 
if  there  is  any  tax  representative  from  any  state  who  knows  of 
anything  that  is  being  done  in  any  state  (I  know  it  is  not  being 
done  in  Pennsylvania)  to  educate  the  public  so  that  they  will  know 
they  are  paying  the  taxes  the  same  as  the  primitive  races  knew 
that  they  were  fighting  to  save  their  own  homes.  Is  there  any 
such  movement  or  is  that  beyond  the  province  of  this  association? 

Mr.  G.  Lord  :  Mr.  Chairman,  I  was  particularly  interested  in 
Governor  Lowden's  address  for  the  reason  that  during  his  first 
term  as  governor  in  1917,  it  was  my  privilege  and  pleasure  to 
visit  him  in  his  office  at  Springfield,  as  the  head  of  an  investi- 
gating committee  from  the  State  of  ^Michigan,  and  through  the 
courtesy  of  the  Governor  I  was  placed  in  touch  with  the  directors 
of  each  of  his  new  departments  of  government,  and  gained  a  lot 
of  valuable  information. 

The  report  of  our  committee  followed  out  largely  the  general 
scheme  of  government  put  in  effect  by  Governor  Lowden  in  the 
state  of  Illinois.  We  recommended,  among  other  things,  the  cen- 
tralization of  the  various  commissions  and  boards  of  the  state 
government.  We  recommended  a  budget  system  and  a  system  of 
uniform  accounts.  These  two  latter,  by  the  way,  I  had  been 
fighting  for  in  Michigan  for  fifteen  years.  The  legislature  of 
Michigan  in  1919  enacted  the  budget  bill  and  the  uniform  account- 
ing bill,  which  I  drafted,  and  it  became  operative  in  due  time. 
Through  the  legislature  of  1921,  under  the  energetic  and  efficient 
leadership  of  our  dynamic  Governor  of  Michigan,  other  laws, 
which  centralized  the  various  boards  and  commissions  in  that 
state,  were  enacted.  Like  the  State  of  Illinois,  we  had  numerous 
commissions  and  boards — too  numerous  to  mention.  Now  they  are 
centralized  into  seven  or  eight  departments  of  the  state  govern- 
ment, such  as  the  department  of  public  safety,  the  department  of 
conservation,  the  department  of  public  health,  the  department  of 
agriculture,  of  highways,  etc.  Then  we  created  a  supervisory 
board,  called  the  state  administrative  board,  consisting  of  the  Gov- 
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ernor  as  chairman,  and  the  constitutional  elective  officers,  follow- 
ing out  largely  the  system  employed  by  the  federal  government  in 
making  up  a  cabinet,  excepting  that  the  cabinet  consists  of  elec- 
tive officers  altogether. 

This  administrative  board  has  supervisory  control  over  all  public 
expenditures  for  state  government  purposes.  That,  together  w^ith 
the  operation  of  the  budget  in  Michigan  and  the  uniform  account- 
ing has  resulted  in  this :  It  has  resulted  in  turning  a  deficit  of 
approximately  six  million  dollars  into  a  surplus  in  the  public 
treasury  today  of  nearly  ten  million  dollars,  and  it  has  lowered  the 
levy  upon  the  general  properties  of  ^lichigan  for  state  govern- 
mental purposes,  over  four  million  dollars  in  two  and  a  half  years. 
That  is  what  the  system  of  government  advocated  by  Governor 
Lowden  has  done  for  the  State  of  Michigan,  and  we  wonder  there 
today  how  it  was  possible  for  the  state  to  get  along  without  such  a 
system  as  we  have  in  operation  there  at  the  present  time. 

If  I  have  time,  I  just  want  to  add  a  few  more  words. 

It  seems  to  be  quite  the  fashion  here  at  this  conference,  and 
with  the  general  public,  to  blame  public  officials  for  the  huge  in- 
crease in  governmental  costs,  generally.  I  think  that  is  a  great 
mistake.  I  don't  believe  that  the  public  officials  of  our  country 
are  primarily  to  blame  for  this  huge  increase,  because  of  the  fact 
that  the  general  public  are  demanding  from  the  various  govern- 
ments— national,  state  and  local — much  more  today  than  they  were 
satisfied  with  a  decade  ago.  They  are  demanding  better  sanitation, 
improved  roads,  better  lighting  systems,  improved  paving  of  our 
streets,  more  playgrounds — "  recreation  grounds,"  as  my  friend, 
the  judge  from  Indiana,  says  —  and  numerous  other  things  that 
might  be  mentioned;  a  closer  safeguard  of  the  public  health.  All 
those  things,  ladies  and  gentlemen,  cost  money.  In  order  to  get 
that  money,  taxes  must  be  levied. 

Now,  you  can't  blame  the  public  official  for  that,  because  he  is 
meeting  the  demands  of  the  general  public. 

Another  thing,  I  think  the  general  public  is  largely  to  blame  for 
this  reason :  that  the  public  gets  the  kind  of  government  that  it 
places  in  office  by  its  votes.  Let  me  leave  this  thought  with  you : 
that  you  cannot  have  an  efficient  and  economical  conduct  of  gov- 
ernment, unless  the  people  who  go  to  the  polls  see  to  it  that  they 
elect  efficient  public  servants  to  public  offices.     (Applause) 

Captain  White:  Mr.  Chairman,  there  was  a  time  when  we 
had  a  party  who  went  into  a  campaign  with  the  slogan  of  "  Re- 
trenchment and  Reform."  The  democratic  party  was  a  very  strong 
minority  party,  but  it  found  that  it  got  nowhere  on  the  retrench- 
ment business,  so  it  shifted  about,  and  now  it  experiences  public 
favor  because  when  it  gets  into  office  it  spends  even  more  liberally 
than  its  republican  predecessors,  and  it  has  had  the  opportunity  of 
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doing  this,  somewhat,  I  think,  through  the  educational  influence 
of  this  association.  We  have  shifted  the  basis  of  general  taxation 
from  a  property  tax  to  something  that  is  derived  from  property, 
and  we  are  continually  devising  new  schemes,  whereby  the  incomes 
that  are  derived  from  property  that  is  successfully  administered 
may  be  again  drawn  upon  for  public  expenditures.  For  that  I 
hold  some  of  the  men  responsible  for  giving  the  impression  to  the 
public  that  that  was  doing  the  right  thing;  for  this  change  of 
public  action. 

Of  course,  we  have  the  example  of  Great  Britain  presented  to 
us.  But  the  popular  government  of  Great  Britain  proceeded  to 
attack  the  great  wealth  that  had  been  accumulated,  and  we  are 
following  her  example.  Great  Britain  has  already  shown,  and  is 
showing,  the  strain  that  has  been  placed  upon  the  wealth  of  the 
country  by  the  continued  demand  of  the  proletariat  who  have  the 
power  to  vote;  and  we  are  giving  that  same  power  and  influence 
to  our  own  voters  and  pointing  out  the  method  whereby  they  may 
obtain  the  means  for  satisfying  their  desires. 

Until  this  tax  association  changes  its  problems  and  principles 
and  goes  back  to  the  proper  one;  that  the  benefits  of  government 
should  be  paid  for  by  those  who  benefit  by  them,  we  shall  have  a 
chaotic  system  of  taxation  and  extravagant  expenditure  of  public 
funds. 

Mr.  Link  :  Mr.  Chairman,  I  think,  of  course,  we  never  can  get 
entirely  through,  but  I  believe,  owing  to  other  work  of  many  of 
the  committees,  that  it  would  be  in  order  to  move  a  recess  until 
eight-fifteen  tonight. 

Adjournment 


SEVENTH  SESSION 

Wednesday  Evening,  September  26,  1923 

The  seventh  session  of  the  conference  convened  at  eight-thirty 
o'clock,  Mr.  Zenas  W.  BHss  presiding. 

Chairman  Bliss:  The  meeting  will  please  come  to  order.  The 
topic  for  this  evening's  meeting  is  the  "  Simplification  in  State 
Administration,  as  Affecting  Efficiency  in  the  Assessment  of  Prop- 
erty and  the  Tax  Commission  Movement."  Mr.  Luther  Gulick 
will  treat  the  subject.     Mr.  Gulick!     (Applause) 

Mr.  Luther  Gulick  :  Mr.  Chairman  and  Delegates  of  the  Con- 
vention :  As  I  glanced  over  the  topics  on  the  program,  I  thought 
I  would  be  presenting  something  of  a  different  character  from  the 
questions  that  have  been  considered  before,  but  after  listening  to 
the  very  able  and  forceful  address  of  the  afternoon,  I  decided 
that  I  was  much  like  Mr.  Bryan,  in  the  early  campaign  cartoon, 
in  which  he  was  pictured  as  in  swimming  while  Theodore  Roose- 
velt was  running  off  with  all  of  his  clothing — his  campaign  issues. 
(Laughter)  As  I  stand  before  you  this  evening,  ex-Governor 
Lowden  has  given  my  address. 

"  Simplification  of  State  Government  and  its  Effect  on  State 
Tax  Administration  "  is  the  topic  assigned  to  me.  Mr.  Lowden 
has  not  only  given  you  my  introduction,  but  my  conclusion  as  well, 
so  I  stand  here  merely  to  re-emphasize  some  of  the  things  on  which 
he  laid  stress  and  to  draw  from  those  facts  the  implications  for  tax 
administration. 

The  first  question  is:  What  is  simplification  of  state  govern- 
ment? I  prefer  to  call  it  administrative  consolidation  in  state 
government.  It  means  nothing  more  nor  less  than  the  combina- 
tion of  the  administrative  work  of  government  into  a  few  major 
departments,  so  that  we  may  have  efficient  administration. 

As  you  gentlemen  well  know,  the  conditions  that  ex-Governor 
Lowden  pictured  in  Illinois  could  be  duplicated  in  a  great  many 
other  states.  In  the  State  of  New  York  we  found  in  1919  that 
there  were  180  separate  departments,  boards,  commissions  and 
officers.  In  a  moderate-size  western  state,  not  many  years  ago, 
an  examination  revealed  that  there  were  ninety  departments.  And 
there  the  situation  was  rather  interesting.  There  was  a  political 
campaign  on  at  the  time  and  the  chief  opponent  of  the  governor, 

(263) 
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in  order  to  point  out  the  ramifications  of  the  state  government, 
stated  that  there  were  at  least  seventy  independent  departments 
and  commissions.  The  governor  denied  that  hotly  and  accused  his 
opponent  of  exaggeration.  The  actual  examination  revealed  that 
there  were  ninety.  The  well-informed  people  in  that  state  govern- 
ment were  not  able  to  tell  you  how  many  independent  boards  and 
departments  and  commissions  there  were. 

In  the  State  of  Massachusetts  in  1917  it  was  found  that  there 
were  certain  independent  official  positions  where  the  occupants 
had  died  and  the  chief  executive  had  not  realized  the  fact  suffi- 
ciently to  appoint  successors.  Certain  vacancies  had  existed  for 
over  thirty  years  and  there  were  other  officials  who  had  been 
serving  for  many  years  under  the  provision  of  the  law  that  they 
should  continue  in  office  until  their  successors  were  appointed  and 
qualified.  Those  were  not  important  positions,  but  they  were  lost 
in  the  shuffle. 

Under  the  common  forms  of  state  government  there  was  a  pre- 
dominance among  the  departments  of  the  board  form  of  organiza- 
tion. Wherever  we  had  an  important  piece  of  work  it  was  custom- 
ary to  say,  "  We  will  put  three,  five  or  seven  men  on  this  job." 
You  had  also  an  overlapping  of  functions;  some  jealousy  and 
conflict  at  various  points;  you  had  unnecessary  officials,  unneces- 
sary office  space  and  unnecessary  equipment;  you  had,  of  course, 
lack  of  responsibility;  you  had  no  budget;  no  systematic  purchas- 
ing; no  salary  policy. 

The  movement  for  administrative  consolidation  is  the  result  of 
the  demand  for  more  business  in  government,  and  for  an  orderly 
businesslike  arrangement  of  our  governmental  departments.  It  is 
also  a  result  of  the  demand  for  the  short  ballot,  which  has  been 
made  on  the  part  of  those  individuals  and  organizations  who  have 
been  working  on  the  question  of  government  from  the  standpoint 
of  democratic  control.  , 

While  it  is  true  that  little  consideration  has  been  given  to  the 
question  of  administrative  consolidation  until  the  last  ten  or  fifteen 
years,  it  is  not  a  new  idea  in  this  country.  As  Mr.  Lowden  pointed 
out,  our  federal  government  was  set  up  in  1789  with  a  very  high 
degree  of  practical  centralized  administrative  organization.  In 
many  of  our  cities  also  in  the  last  twenty  years  you  have  seen 
developed  more  businesslike  methods  of  organization,  so  that  you 
find  few  large  cities  today  organized  with  a  great  many  independ- 
ent departments,  boards  and  commissions.  The  general  rule  in 
modern  organization  is  a  simple,  strong,  executive  government. 

May  I  review  just  for  a  minute  the  spread  of  the  movement  for 
administrative  consolidation  ?  Mr.  Lowden  has  described  in  great 
detail  the  work  in  Illinois.  There  were,  however,  certain  move- 
ments on  foot  before  Illinois  decided  to  take  hold  of  the  thing  in 
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an  energetic  way.  In  Oregon,  in  1909,  there  was  a  very  definite 
move  for  consolidation;  in  Minnesota  in  1914,  and  in  Xew  York 
State  in  1915.  None  of  those  movements  resulted  immediately  in 
consolidation,  however. 

The  first  consolidation  in  state  government  of  any  far-reaching 
character  was  that  of  Illinois  in  1917.  Next  came  ^Massachusetts, 
Nebraska,  and  Idaho,  in  1919,  Washington  and  Ohio  in  1921 ;  par- 
tial consolidation  in  California  in  1921;  Maryland  in  1922;  Ten- 
nessee, Vermont  and  Pennsylvania  in  1923.  Those  states  that  I 
refer  to  are  states  in  which  something  practical  and  of  f^r-reaching 
importance  has  been  accomplished  along  the  lines  of  the  program 
that  ex-Governor  Lowden  outlined  this  afternoon. 

There  have  been  important  plans  prepared  by  legislative  com- 
mittees or  special  state  reorganization  committees  of  ofiicial  char- 
acter in  the  following  states:  New  Jersev  1912,  Oregon  1917. 
Delaware  1918,  New  York  1915,  1920,  1921  and  1923,  Missouri 
1921,  Arizona  1921,  Connecticut  1919,  1921  and  1923.  Michigan 
1919  and  1921,  Arkansas  1921. 

The  matter  has  been  discussed,  either  by  governors  in  their  mes- 
sages or  by  state  auditors  and  comptrollers,  or  others  in  authori- 
tative positions,  in  Alabama,  Colorado.  Indiana,  Kansas,  Kentucky, 
Louisiana,  New  IMexico,  North  Carolina,  South  Carolina,  Texas, 
Utah,  Virginia,  ^Montana  and  Iowa.  I  am  reading  you  this  long 
list,  not  that  I  expect  you  to  remember  it,  but  I  want  to  give  you 
one  distinct  impresion :  The  movement  for  administrative  consoli- 
dation is  not  confined  to  one  section  of  the  country  or  to  a  few 
states.  It  is  sweeping  this  country  throughout  all  sections.  In 
thirty  to  forty  states  the  matter  has  either  received  serious  atten- 
tion or  has  passed  that  stage  and  has  gone  into  practical  operation. 

Now  what  are  the  principles  that  underlie  the  movement  for 
administrative  consolidation?  As  a  result  of  the  early  struggle  of 
this  country — and  there  is  no  need  of  refreshing  j-our  memory  on 
that  score — you  will  remember  that  the  following  ideas  were  de- 
veloped and  have  been  handed  down  through  the  successive  gen- 
erations: (1)  we  should  have  many  elective  officials;  (2)  frequent 
elections  are  essential;  (3)  the  only  safeguard  of  representative 
government  is  a  system  of  checks  and  balances;  (4)  many  heads 
are  better  than  one;  (5)  any  one  is  competent  to  hold  any  govern- 
mental position;  (6)  we  should  have  home  rule;  (7)  taxation  and 
representation  belong  together.  You  could  name  others  but  I 
think  these  are  among  the  more  important  ideas  or  principles  of 
government,  if  you  want  to  call  them  that,  which  have  been  in  the 
minds  of  American  citizens  and  statesmen  up  to  the  present  period 
of  our  history. 

The  effect  of  experience,  however,  during  this  period,  especially 
since  the  civil  war,  has  led  us  to  question  the  application  which 
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has  been  made  of  some  of  these  principles  and  has  led  us  to  amend 
these  ideas  in  a  measure.  We  have  come  to  see  that  you  do  not 
produce  good  government  or  democratic  government,  through  the 
election  of  many  officials.  We  have  come  to  see  that  frequent 
elections  are  not  the  method  whereby  you  get  either  effective  gov- 
ernment or  democratic  government.  Even  in  the  State  of  Massa- 
chusetts, where  Samuel  Adams,  I  believe  it  was,  said,  "  Where 
annual  elections  end,  tyranny  begins,"  annual  elections  have  been 
abandoned  for  state  officials.  We  have  come  to  feel  that  there 
are  too  many  checks  and  balances;  that  we  have  more  brakes  than 
driving  power.  We  have  come  to  see  that  in  administrative  work 
it  is  one  man,  one  responsible  man  with  energy,  whom  we  want, 
rather  than  a  group  of  men.  We  have  come  to  think  that  perhaps 
after  all  we  must  have  experienced  men  to  handle  the  more  im- 
portant executive  and  technical  work  of  government  and  that  every 
man  is  not  competent  to  fill  every  office.  We  see  the  necessity  of 
home  rule,  and  we  see  its  limitations.  We  recognize  that  the  home 
rule  unit  has  expanded  in  many  ways,  in  response  to  modern  con- 
ditions. Taxation  and  representation  must  go  together.  Here  is 
one  of  the  things  that  we  believe  more  truly  than  ever.  One  thing 
we  need  now  is  a  broad  appreciation  of  the  relationship  of  voting 
to  taxation  and  budget-making. 

So  that  the  twentieth  century  revision  of  these  ideas,  these  prin- 
ciples of  government,  may  be  stated  perhaps  in  some  such  form  as 
the  following: 

(1)  Related  work  must  be  administered  as  a  unit.  You  cannot 
split  up  work  that  belongs  together  and  get  good  government. 

(2)  Each  unit  of  administrative  work  must  be  placed  under  a 
single  responsible  official,  selected  because  of  his  proven 
ability,  technical  knowledge  and  experience. 

(3)  Popular  election  does  not,  except  by  accident,  result  in  the 
selection  of  specialists. 

(4)  In  order  to  guarantee  that  the  various  departments  will 
operate  together  smoothly,  and  to  prevent  unbalanced  ex- 
pansion of  some  departments,  in  comparison  with  others, 
all  of  the  administrative  work  should  be  headed  up  under 
a  single  chief  executive.  It  is  the  duty  of  this  chief  execu- 
tive also  to  see  that  the  work  of  government  is  carried  on 
in  accordance  with  the  desires  of  the  people.  He  should  be 
directly  elected  by  and  be  responsible  to  the  voters  or  to 
their  representatives. 

(5)  Boards  or  commissions  should  not  be  used  for  administra- 
tive work.  They  are  generally  ineffective,  unless  one  mem- 
ber takes  the  initiative.  Boards  divide  authority  and  diffuse 
responsibility.  Ex-officio  boards  have  even  less  to  commend 
them.     But  where  there  are  quasi-judicial  or  quasi-legisla- 
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tive  functions  within  a  department,  a  board  may  well  be 
attached  to  the  department  to  perform  these  functions  or 
to  serve  in  an  advisory  capacity. 
(6)  In  determining  what  part  of  the  work  of  government  shall 
be  handled  by  the  towns,  townships,  cities,  villages,  coun- 
ties, parishes,  administrative  districts  and  by  the  state,  it  is 
important  to  take  a  unit  large  enough  (a)  to  embrace  the 
geographical  extent  of  the  problem,  and  (b)  to  be  able  to 
command  professional  service.  It  is  also  important  to  take 
the  smallest  unit  which  fulfills  these  conditions. 

I  have  now  stated  briefly  the  ideas  that  underlie  the  movement 
for  administrative  consolidation,  and  I  have  stated  briefly  the  de- 
velopment of  that  movement  in  the  United  States. 

Now  what  does  this  mean  for  tax  administration  in  state  gov- 
ernment? That  is  the  next  question  we  come  to,  and  the  one  that 
you  gentlemen  are  peculiarly  interested  in. 

First :  It  means  that  the  tax  work  should  be  brought  together. 
It  means  that  the  assessment  of  public  utilities  and  corporations, 
equalization,  appeals,  inheritance  tax,  insurance  tax,  motor  vehicle 
tax,  gasoline  tax,  supervision  of  local  assessments  and  other  tax 
functions  of  a  government  should  be  brought  together  and  handled 
in  a  single  department.  The  minute  you  split  tax  work  up,  you 
are  violating  the  principles  that  underlie  our  present  notions  of 
effective  and  efficient  government. 

Second :  And  for  the  very  same  reasons,  the  finance  work  of 
the  state  should  be  unified.  That  means  that  the  accounting, 
budget,  tax  administration,  purchasing,  salary  standardization  and 
personnel  administration,  and  the  state  supervision  of  local  finances, 
should  be  brought  together  in  the  same  general,  major  department 
of  the  state  government. 

Third :  The  tax  commission  must  go.  We  should  have  a  single 
head  serving  during  good  behavior. 

Fourth :  The  appeals  and  equalization  work  require  the  estab- 
lishment of  a  board.  This  would  be  a  quasi-judicial  tribunal, 
composed  of  administrative  officials,  and  might  be  made  up  of  the 
commissioner  of  finance,  the  director  of  the  bureau  of  taxation, 
perhaps  a  member  of  the  attorney  general's  office,  the  comptroller, 
perhaps  members  of  the  state  tax  bureau  itself;  that  is,  the  depu- 
ties in  the  department.  This  make-up  would  differ  in  the  dift'erent 
states,  depending  upon  the  size  of  the  state  and  the  personnel  in- 
volved in  the  various  departments. 

Fifth:  The  states  should  take  over  the  assessment  of  public 
utilities  and  should  at  least  furnish  expert  assistance  to  local  as- 
sessors in  appraising  large  industrial  and  mineral  properties.  Still 
there  are  states,  you  know,  where  the  assessment  of  railroads,  for 
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example,  is  left  to  locally  elected  assessors.  In  the  state  of  New 
York  that  is  the  case ;  and  you  would  be  interested  to  see  the  re- 
sults of  that  system,  and  the  value  per  mile  of  the  main-line  track 
and  right  of  way  of  a  railroad  running  through  many  taxing  dis- 
tricts. A  curve  representing  these  assessments  resembles  the  pro- 
file of  the  Alps,  W'ith  peaks  and  valleys,  depending  upon  how  the 
local  assessors  look  at  the  part  that  runs  through  their  little  section 
of  the  state. 

Sixth:  The  state  should  have  exclusive  jurisdiction  over  the  ad- 
ministration of  all  taxes,  w-ith  the  exception  of  the  good  old  prop- 
erty tax.  local  licenses  levied  for  purposes  of  regulation,  and  a 
few  other  taxes  which  naturally  can  be  administered  by  local  units, 
such  as  the  mortgage  tax.  The  state-administered  taxes  should  in- 
clude income  tax,  business  and  corporation  tax,  inheritance  tax, 
motor  vehicle  tax,  gasoline  tax,  and  other  taxes  that  you  gentle- 
men are  familiar  with ;  and  of  course  the  sales  tax,  if  sales  taxes 
are  to  be  developed.  I  speak  of  that  because  a  proposal  was  made 
through  an  official  source,  from  the  City  of  Boston,  within  recent 
years,  recommending  a  municipally  administered  sales  tax  for  the 
City  of  Boston. 

Seventh :  Abandon  the  town,  township  and  village  as  an  assess- 
ment district,  transferring  the  function  to  cities  and  to  counties. 
From  that  might  be  exempted  the  New  England  town,  which 
stands  in  a  somewhat  dififerent  position. 

Eighth :  Give  up  the  policy  of  electing  state  and  local  tax  offi- 
cials and  recognize  that  tax  administration  is  from  start  to  finish 
technical  professional  work  and  that  we  must  attract  high-grade 
talent  to  governmental  service,  by  as  good  a  guaranty  of  a  career 
as  business  offers  and  by  a  fair  salary. 

In  summarizing  the  remarks  that  I  have  been  privileged  to  make 
before  you  this  evening,  may  I  remind  you  that  my  effort  has  been 
to  sketch  the  rapid  advance  of  the  movement  for  administrative 
consolidation,  and  next  to  point  out  to  you  the  implications  of  this 
movement  for  state  tax  administration.  In  these  remarks  I  have 
said  something  that  I  dare  say  the  majority  of  you  gentlemen  will 
hardly  be  ready  to  agree  with ;  namely,  that  the  state  tax  commis- 
sion must  go.  A  man  does  not  generally  go  before  a  group  of  tax 
commissioners  and  tell  them  that  they  have  outlived  their  useful- 
ness— and  I  don't  want  you  to  think  that  that  is  my  point  of  view. 

The  state  tax  commission  in  the  United  States  has  been  the  most 
important  single  forward  step  that  has  been  made  in  American  tax 
administration  certainly  since  the  civil  war.  It  is  one  of  the  con- 
tributions which  America  has  made  in  tax  administration.  The 
purpose  of  the  tax  commission  was  to  bring  together,  consolidate, 
unify  and  give  direction  to  the  state  tax  work.  That  was  a  great 
achievement.     But  with  the  application  of  the  same  idea  of  unifi- 
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cation  to  the  entire  state  administration,  it  seems  to  me  that  the 
time  is  coming  when  the  state  tax  commission  will  give  way  to  a 
single  responsible  official  in  charge  of  tax  work,  who  is  to  be  a 
member  of  the  department  of  finance,  and  that  along  this  line  lies 
the  road  to  better  state  administration  and,  if  you  please,  to  better 
tax  administration. 

I  have  outlined  certain  things  here  that  cannot  come  within  the 
next  two  years  or  five  years,  or  ten  years.  I  do  not  urge  that  every 
state  immediately  abandon  its  tax  commission  and  turn  the  tax 
administration  over  to  a  bureau  of  a  finance  department.  Such  a 
change  should  probably  not  be  made,  unless  the  entire  state  gov- 
ernment is  to  be  reorganized.  And  even  under  such  circum- 
stances the  precise  form  of  organization  which  I  have  outlined 
may  not  be  advisable  in  a  given  state,  because  of  the  traditions 
and  experience  of  the  state.  My  purpose  has  been  rather  to  sum- 
marize the  movement  for  administrative  consolidation  in  state 
government  and  sketch  out  the  lines  along  which  state  tax  admin- 
istration is  destined  to  develop.  My  hope  is  that  tax  commissioners 
will  endeavor  to  facilitate  rather  than  hinder  this  natural  develop- 
ment when  the  time  for  it  comes  in  their  states.  I  thank  you. 
(Applause) 

Chairman  Bliss:  This  subject  will  be  further  treated  by  Dr. 
Thomas  W.  Page,  of  the  Institute  of  Economics,  Washington. 
Dr.  Page  ! 

Dr.  Thomas  W.  Page  :  Mr.  Chairman  and  Fellow  ^Members  of 
the  Tax  Association,  Ladies  and  Gentlemen :  It  is  a  little  difficult 
for  me  to  prove  a  thing  which  seems  to  me,  through  experience,  to 
have  been  already  fully  proved,  namely  to  prove  why  the  tax 
commission  should  not  go,  as  the  recent  speaker  has  said  it  ought 
to.  Just  why  it  should  be  retained  is  almost  as  difficult  to  tell  as 
to  say  why  it  is  that  two  and  two  make  four.  They  do;  but  why 
do  they? 

The  tax  commission,  in  my  opinion,  ought  to  remain.  Well, 
why?  It  seems  to  me  so  self-evident  as  not  really  to  be  a  subject 
of  discussion. 

I  don't  think  that  we  can  explain  the  morass  of  government  into 
which  we  have  fallen  altogether  along  the  theoretical  lines  that 
have  been  outlined  by  Mr.  Gulick.  It  is  true  that  certain  theories 
of  government  actuated  our  ancestors  and  that  they  may  have  in- 
fluenced the  general  thought  and  attitude  of  some  of  our  contem- 
poraries, but  when  we  look  facts  in  the  face  and  ask  why  it  is 
that  so  many  commissions  have  come  into  existence,  we  find  that 
it  has  usually  not  been  on  altogether  theoretical  grounds.  That 
they  are  too  numerous ;  that  they  breed  extravagance ;  that  they 
exceed  the  functions  for  which  they  were  created;  that  they  stir 
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up  jealousy  and  interference  and  breed  inefficiency,  we  all  admit. 
On  the  whole,  we  think  that  the  movement  in  the  direction  of 
simplification  is  a  thoroughly  healthful  and  sound  and  necessary 
one. 

Progress  has  been  made  in  some  lines  in  this  direction.  More 
progress  ought  to  be  made,  and  we  will  get  behind  it  and  do  all 
that  we  can  to  promote  that  progress. 

But  true  progress,  gentlemen,  is  made  with  caution.  Joy-riding 
through  the  governmental  systems  of  the  states  is  not  true  progress. 
It  is  possible  to  do  a  great  deal  of  damage  by  undertaking  to  travel 
too  fast.  We  find  that  illustrated  every  day;  and  we  find  also 
that  we  are  apt  to  leave  the  road  when  we  exceed  a  certain  speed; 
and  we  are  afraid  that  the  rapidity  with  which  this  movement  is 
sweeping  the  country,  as  Mr.  Gulick  has  just  told  us,  is  perhaps  a 
little  bit  alarming,  and  we  wish  to  utter  a  word  of  caution. 

The  real  reasons  why  we  have  developed  so  many  boards  and 
commissions  and  agencies  and  bureaus  and  other  government  offices 
may,  on  the  whole,  I  think,  be  reduced  to  about  three : 

1.  The  most  obvious  reason  has  been  the  desire  to  make  more 
jobs.  That  has  been  one  of  the  greatest  inducements  to  the  crea- 
tion of  these  separate  agencies ;  but  there  have  been  some  other 
reasons  which  are  not  quite  so  reprehensible. 

2.  We  have  developed  the  functions  of  government  in  recent 
A-ears  very  rapidly,  because  we  undertake  to  do  through  the  gov- 
ernment now  a  great  many  things  that  formerly  society  did  not 
find  it  necessary  to  do.  Some  of  these  new  fvmctions  are  develop- 
mental, some  are  regulatory,  but  whatever  the  nature  of  the  func- 
tions, they  are,  many  of  them,  new  functions.  As  these  new 
functions  developed,  it  was  frequently  found  that  the  government 
as  it  was  constituted  did  not  contain  either  the  personnel  or  the 
organization  to  discharge  the  new  function.  Naturally,  a  new 
agency  was  created  to  do  the  new  work  that  was  put  upon  the 
government  to  discharge — the  most  natural  thing  in  the  world — 
and  heedlessly,  in  many  cases,  these  new  agencies  were  created, 
where  there  was  not  a  real  necessity  for  them. 

3.  Then  there  was  one  other  reason,  I  think,  for  the  creation  of 
many  of  these  new  agencies,  and  that  was  the  people's  distrust  of 
the  political  influences  that  dominated  the  government,  as  they 
knew  it.  Men  who  were  interested  in  having  some  new  work 
done,  which  appeared  to  them  to  be  of  the  utmost  importance  to 
social  welfare,  felt  that  if  that  work  was  going  to  be  done  as  it 
should  be  done,  it  had  better  not  be  left  in  the  hands  of  officials 
who  were  elected  for  some  quite  different  purpose,  with  different 
duties,  and  frequently  under  political  conditions,  which  gave  no 
feeling  of  confidence  to  those  who  were  interested  in  getting  this 
new  work  done,  that  it  would  be  done  correctly. 
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The  creation  of  more  jobs;  the  necessity  of  finding  men  of 
special  qualifications  and  ability  who  were  not  available  in  the 
government  as  it  was  constituted,  and  the  distrust  of  political  in- 
fluence— those  have  been  the  three  great  causes,  in  my  judgment, 
for  the  multiplication  of  these  new  boards  and  agencies;  and  that 
we  have  gone  too  far  in  it,  we  are  all  willing — not  only  willing, 
but  glad — to  admit. 

But  in  abolishing  those  boards  and  agencies,  let  us  be  a  little  bit 
cautious.  Particularly  and  peculiarly  in  the  matter  of  the  state  tax 
commissions  I  believe  that  the  time  is  not  yet  ripe  for  the  delega- 
tion of  the  work  which  these  commissions  have  been  engaged  upon 
to  a  governmental  department,  constituted  as  governmental  de- 
partments usually  are,  under  the  influence  of  political  motives, 
with  men  who  are  elected  for  duties  which  are  remote  from  the 
duties  of  a  tax  commission.  I  believe  that  the  time  has  not  arrived 
for  putting  this  work  under  the  control  of  some  departmental 
chief  whose  term  will  be  too  short  for  him  really  to  learn  the 
duties  that  the  tax  commission  is  created  to  discharge  and  who 
will  be  more  than  likely  to  devote  his  time,  when  in  ofiice,  to  the 
other  duties  that  devolve  upon  him  by  reason  of  the  number  of 
duties  that  his  department  is  entrusted  with. 

Just  consider  for  a  moment  what  the  work  of  a  properly  con- 
stituted tax  commission  is,  and  ask  yourselves  whether  that  work 
is  of  the  kind  that  ought  to  be  entrusted  to  a  politically  elected 
departmental  chief,  whose  word  shall  go  in  matters  of  taxation. 

Of  course,  one  of  the  most  important  functions  of  a  tax  com- 
mission, I  fully  agree  with  Mr.  Gulick,  is  in  making  assessments 
of  certain  classes  of  property.  What  do  you  mean,  gentlemen,  by 
assessing  property?  You  mean  that  you  find  a  value  for  taxation 
of  that  property.  The  government  —  the  legislature  —  invariably 
fixes  the  rate  at  which  property  is  to  be  taxed,  and  then  it  leaves 
it  to  some  other  body  to  say  what  the  value  is  upon  which  that 
rate  shall  be  levied.  What  is  value  for  taxation?  That  is  one  of 
the  most  difiicult  things  for  us  to  make  up  our  minds  about,  that 
I  know  of.  It  accounts  for  a  great  deal  of  the  confusion  and  the 
anarchy  that  has  existed  in  tax  matters  for  generations. 

The  truth  is  that  we  take  the  term  "  value  "  to  mean  a  great 
many  different  things.  We  hear  a  great  deal  about  cost  value, 
about  the  value  for  rate-making;  about  reproduction  value,  book 
value,  stock  and  bond  value.  Yesterday  we  heard  several  times, 
comments  upon  sociological  value,  upon  economic  value.  I  think 
that  in  the  course  of  the  discussion  we  had  in  regard  to  assessing 
real  estate  yesterday,  we  had  at  least  twelve  or  fifteen  dift'erent 
kinds  of  value  figuring  in  the  discussion  that  went  on. 

Xow,  amongst  so  many  values,  which  is  the  assessor  to  take  for 
the  levying  of  taxes?  Which  of  all  these  values  is  value  for 
taxation  ? 


272  NATIOXAL  TAX  ASSOCIATION 

The  tax  assessor,  who,  in  the  case  of  the  classes  of  property 
that  we  have  in  mind,  is  coming  to  mean  the  tax  commission,  and 
in  my  judgment  ought  always  to  mean  the  tax  commission,  has 
got  to  be  guided  by  a  great  many  different  criteria  in  finding  out 
what  is  the  proper  value  for  taxation.  After  all,  that  agency  is 
created  to  fix  such  a  value  upon  these  classes  of  property,  that  the 
balance  of  burden  and  benefit  to  those  who  pay  those  taxes  will  be 
uniform  and  equal  to  the  balance  of  burden  and  benefit  of  other 
taxpayers. 

In  getting  that  balance  of  burden  and  benefit,  he  has  to  follow 
a  great  many  different  criteria.  Not  only  that,  but  he  has  to  give 
a  different  weight  to  these  different  criteria  for  diff'erent  classes  of 
property  and  for  different  pieces  of  property.  That  means,  after 
all,  that  this  work  is  in  large  measure  —  I  am  inclined  to  say  in 
chief  measure — judicial;  and  I  have  not  yet  heard  any  of  the  ad- 
vocates of  simplification  (and  I  am  in  full  accord  with  their  efforts 
at  true  simplification)  advocating  such  a  simplification  as  will  put 
judicial  work  and  administrative  work  and  legislative  work  under 
the  same  departmental  head;  and  they  have  all  admitted  that  in  so 
far  as  this  work  is  judicial,  it  ought  not  to  be  simplified  out  of 
existence  by  putting  it  under  some  administrative  department. 
The  work  of  assessment,  then,  is  in  large  measure  judicial. 

I  furthermore  wish  to  call  your  attention  to  this :  Sometimes 
we  are  misled  by  some  of  the  principles  that  our  ancestors  felt 
were  clearly  demonstrated  and  which  they  themselves  were  pretty 
willing  to  accept.  I  think  we  are  a  little  misled  in  believing  that 
we  can  always  clearly  distinguish  between  what  is  judicial  work 
and  what  is  administrative  work.  A  great  deal  of  the  work  of  a 
tax  commission  is  obviously  judicial.  The  assessment  of  the  great 
public  utilities  and  other  properties  of  that  kind  is  in  the  main 
judicial.  We  have  to  adopt  certain  administrative  forms  of  pro- 
cedure in  order  to  get  the  information  upon  which  their  judgment 
will  rest,  but  the  actual  decision  is  a  judicial  decision. 

It  might  be  maintained  by  some  that  while  this  is  true  with 
regard  to  the  assessments  that  they  actually  have  to  make,  yet  the 
exercise  of  their  control  over  local  assessment  is  administrative ; 
that  the  local  assessors  reach  the  decisions,  and  that  the  work 
which  the  tax  commission  has  to  do  is  largely  administrative. 

Gentlemen,  that  is  a  false  conception  of  the  nature  of  that  work. 
In  reality  the  tax  commission  is  presumed,  where  it  is  properly 
constituted,  to  see  to  it  that  the  work  of  the  local  administrators 
or  the  local  assessors  is  properly  done.  They  must  hear  appeals 
from  the  work  that  they  have  done ;  they  sit  in  a  measure  as  a 
court  when  equalization  matters  come  up,  and  when  appeals  are 
made,  when  complaints  have  to  be  heard.  That  work  is  obviously 
judicial. 
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But  I  am  sure  that  I  should  find  unanimous  agreement  to  the 
statement  that  when  once  assessments  have  been  badly  made,  it  is 
practically  impossible  to  make  them  good  by  appeal  or  by  equal- 
ization, or  by  work  that  is  done  after  the  assessment  is  complete. 
If,  then,  the  work  is  to  be  properly  done,  we  should  do  all  that 
can  be  done  to  avoid  the  necessity  of  equalization  after  it  is  all 
over.  It  is  necessary,  therefore,  for  the  tax  commission  to  pro- 
ceed beforehand  to  supervise,  to  guide,  to  influence,  tactfully  to 
direct  the  work  of  the  local  assessor,  and  to  do  the  judicial  work 
of  deciding  what  is  a  proper  assessment  before  the  assessment  is 
actually  complete.  Unless  it  is  done  that  way,  damage  arises ;  in- 
juries are  incurred;  injustice  is  done  that  can  never  really  be 
remedied.  I  think  that  I  should  find  unanimous  agreement  to 
that  statement. 

Therefore,  the  work  of  supervising  local  assessors  is,  in  its 
nature,  essentially  judicial  w^ork. 

Another  duty  which  will  devolve  upon  the  tax  commission,  if 
the  reform  that  many  advocate  spreads,  is  the  necessity  of  assess- 
ing incomes.  There  again  we  have  a  combination  of  judicial  and 
administrative  work.  The  administrative  work  is  done  beforehand 
in  order  that  the  judicial  work  may  be  just  and  satisfactory. 

While  these  duties  of  the  tax  commission  have  much  the  ap- 
pearance of  administrative  work,  they  cannot  possibly  be  divorced 
in  nature  and  in  character  from  judicial  work.  I  maintain,  there- 
fore, that  administrative  and  judicial  work  in  the  matter  of  taxing 
and  assessing  are  so  closely  interwoven  that  it  is  impossible  for  us 
to  draw  a  sharp  line  and  say,  *"  This  part  of  the  work  of  a  tax 
commission  is  administrative ;  this  part  of  the  work  of  a  tax  com- 
mission is  judicial." 

In  his  impressive  address  this  afternoon,  Governor  Low^den  said 
that  when  the  work  of  one  of  these  agencies,  whether  a  commis- 
sion or  bureau,  or  what  not,  was  partly  administrative  and  partly 
judicial,  the  administrative  part  could  be  assigned  to  one  of  the 
departments,  which  are  provided  for  under  this  plan  of  govern- 
ment that  is  rapidly  and  properly  becoming  popular;  and  the 
judicial  part  could  be  handled  in  another  way  —  but  you  cannot 
divorce  them  in  that  way.  There  is  administrative  work  and  there 
is  judicial  work,  but  there  is  also  work  that  is  in  part  administra- 
tive and  in  part  judicial,  and  you  cannot  split  it  up.  That  is  true 
about  a  great  deal  of  the  work  of  the  tax  commission. 

Now  there  is  yet  another  function  which  is  not  mentioned  in 
the  laws  creating  a  tax  commission  and  which  for  that  reason 
perhaps  is  frequently  ignored,  but  it  is  one  of  the  most  important 
functions  that  a  tax  commission  has  to  discharge,  and  that  is  the 
duty  of  being  always  on  the  watch  in  the  matter  of  tax  movements 
that  arise  from  time  to  time  and  win  temporarv  popularitv  in  the 
18 
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states — fads  and  whims  and  new  ideas;  new  counsels  of  perfec- 
tion are  put  up  by  zealous  but  somewhat  erratic  men;  they  are 
frequently  taken  up  by  the  press;  they  seem  to  solve  many  prob- 
lems, and  yet  those  who  are  familiar  with  taxation;  those  who  are 
familiar  with  economics  in  general,  usually  concede  that  those 
proposals  are  fallacious.  There  must  be,  however,  some  body  of 
men  on  guard.  No  one  man  is  sufficient  for  all  this  work  that  a 
tax  commission  must  do.  There  must  be  a  small  body  of  men, 
therefore,  who  will  be  on  guard,  who  will  assemble,  classify  and 
digest  information  relating  to  taxation  and  relating  to  other  matters 
that  are  closely  allied  with  taxation;  who  can  lay  that  digested 
information  before  the  state  legislature  when  it  meets;  sometimes 
for  the  purpose  of  promoting  necessary  reforms,  and  equally  often 
for  the  purpose  of  preventing  measures  which  would  be  harmful 
to  the  state  and  harmful  to  all  the  interests  that  exist  in  the  state. 

A  tax  commission  with  a  tenure  of  office  that  is  reasonably  long, 
whose  single  and  sole  duty  will  be  to  study  and  to  administer  tax 
matters,  is  the  proper  body  to  do  that  work,  and  without  some  such 
body  on  guard,  we  fall  all  too  easily  into  the  slough  that  we  are  all 
familiar  with,  because  we  have  seen  so  much  of  it  in  practically 
every  state  in  the  Union. 

What  kind  of  men  can  do  this  work?  I  said  that  one  reason 
for  creating  these  independent  agencies  was  the  necessity  of  doing 
so  in  order  to  get  the  right  men  for  the  work.  That  has  been  one 
of  the  chief  causes.  What  peculiar  and  special  qualifications,  then, 
must  the  tax  commissioners  have?  I  don't  think  it  is  necessary 
really  to  try  to  state  what  those  qualifications  are,  because  they 
are  so  obvious. 

I  may  say  that  in  the  first  place  they  must  have  a  wide  knowl- 
edge of  business  and  of  values,  whether  sociological,  book  values, 
cost  values,  or  any  other  kind  of  values;  they  must  have  the  infor- 
mation about  business  and  about  values  and  about  the  interrela- 
tions of  the  different  interests  of  the  state.  That  information  comes 
in  part  through  training,  but  mainly  by  experience  and  observation. 

In  the  second  place,  the  tax  commissioner  should  be  a  man  with 
considerable  maturity  of  judgment.  It  is  hard  to  define  what  we 
mean  by  "  judgment "  because,  like  value,  that  is  a  word  that  we 
use  to  mean  a  great  many  different  things.  I  am  rather  inclined 
to  say  that  the  kind  of  judgment  that  a  tax  commissioner  needs  is 
what  we  might  call  a  very  considerable  body  of  information,  acted 
upon  by  common  sense.  If  he  has  that — if  he  has  information, 
acted  upon  by  common  sense,  he  has  what  we  call  maturity  of 
judgment — and  that  is  one  of  the  essential  qualifications  of  a  tax 
commissioner. 

In  the  third  place,  and  not  less  necessary  than  these  other  quali- 
fications, the  tax  commissioner,  or  whatever  agency  of  the  govern- 
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ment  does  this  work,  has  to  have  what  we  commonly  call  backbone 
and  determination. 

I  know  of  no  agency  of  the  government  that  has  to  withstand 
more  pressure  than  is  brought  to  bear  upon  those  who  have  control 
of  that  function  which  touches  the  pocketbook  of  the  population. 
From  time  immemorial  it  has  been  the  purse  of  the  people  that  has 
been  the  sensitive  part  of  their  system,  and  the  men  w^ho  have  to 
deal  with  the  purse  of  the  people  have  to  be  men  who  have  deter- 
mination and  backbone  to  withstand  the  colossal  pressure  that  is 
constantly  being  brought  to  bear  upon  them. 

Xow,  gentlemen,  can  you  get  that  kind  of  men  to  serve  as  a 
bureau  in  some  department  of  the  government,  under  some  chief, 
elected  or  appointed,  or  given  his  office  by  whatever  means  you 
can  devise,  but  whose  word  will  upset  all  that  they  do ;  upon  whom 
they  must  depend  in  all  the  decisions  that  they  make?  Is  it  con- 
ceivable that  you  can  get  these  men  with  the  maturity  of  judg- 
ment; with  the  experience  and  the  information;  with  the  deter- 
mination and  the  backbone  that  is  necessary  for  this  work,  to  serve 
in  that  capacity  ?  You  cannot  I  You  can  find  men  to  take  every 
job  that  the  government  ever  creates,  but  one  of  the  most  difficult 
things  to  do  in  this  world — and  I  know  both  from  experience  and 
observation — is  to  get  the  proper  men  to  take  governmental  posi- 
tions. The  work  that  the  government  calls  upon  men  to  do  is 
almost  universally  underpaid,  if  it  is  important  work  and  requires 
the  qualifications  that  I  have  mentioned.  You  need  in  all  of  these 
important  government  positions  a  S25.000  or  a  550,000  man  for  a 
S2,500  or  a  S3.000  salary.  It  is  difficult  to  get  them.  Money  is 
not  the  only  object.  There  are  many  public-spirited  men — and  I 
see  around  me  here  a  number  of  men  who  are  active  in  the  service 
of  their  states,  in  governmental  positions,  to  whom  the  salary  is  the 
least  of  the  inducements  that  have  appealed  to  them ;  but,  gentle- 
men, what  they  want  is  a  certain  degree  of  independence  to  do  the 
work  in  the  right  way.  You  have  to  give  them  that  in  order  to 
get  them.  Also  they  should  be  attracted  by  such  immaterial  reward 
for  what  they  do  as  comes  from  the  prestige  of  the  position  that 
they  occupy. 

Those  things  appeal  in  some  degree  to  the  men  that  we  need  for 
this  work,  and  those  things  are  absent  when  you  have  your  tax 
commission  relegated  to  the  position  of  a  bureau  in  some  depart- 
ment, subject  to  the  control  of  a  chief,  who  is  officially  the  head 
of  the  department  and  for  whose  selection  —  well,  the  simplifica- 
tionists  have  not  altogether  made  clear  the  matter,  but  presumably 
they  will  have  to  be  selected  by  popular  vote. 

Such  a  chief  is  not  the  proper  person;  not  the  proper  agent,  to 
control  this  important  work  which  is  to  be  done  by  men  with  the 
qualifications  that  I  have  outlined. 
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I  should  like  to  call  your  attention  to  these  two  facts:  One  is 
this:  that,  as  Mr.  Gulick  has  said,  the. greatest  step  toward  simplifi- 
cation in  tax  matters — he  said  "  since  the  civil  war,"  but  I  should 
be  inclined  to  say  since  the  Revolution — that  has  been  made,  has 
been  the  development  of  tax  commissions  where  those  tax  commis- 
sions have  been  given  adequate  independence  and  adequate  power. 
It  is  true  that  in  some  states  they  have  had  a  nominal  tax  commis- 
sion, an  ex-officio  board;  some  agency  of  that  kind,  without  power, 
and  without  independence;  or  else  a  board  that  is  so  constituted 
that  the  members  of  it  have  other  duties  to  perform,  so  arduous 
and  so  persistent  that  they  have  little  time  left  over  for  this  work 
which  I  maintain  is  in  many  respects  perhaps  the  most  important 
of  the  functions  of  government — that  work  which  deals  with  taking 
money  out  of  the  pockets  of  the  people.  That  kind  of  a  tax  com- 
mission has  been  futile,  and  we  wish  the  simplificationists  luck  in 
abolishing  it. 

But  when  they  tell  us  that  the  other  kind  of  tax  commission  must 
go,  they  must  offer  a  better  substitute  for  it  than  to  say  that  it  will 
be  all  done  under  the  control  and  direction  of  some  departmental 
chief  for  whose  selection  they  have  offered  no  provision.  Fur- 
thermore, it  cannot  be  done,  and  should  not  be  attempted,  by  one 
man.  It  takes,  I  should  say,  in  definite  numbers,  three  men  at 
least  to  do  this  work  as  it  ought  to  be  done. 

So  that  the  first  of  these  considerations  that  I  want  to  leave  with 
you — to  repeat — is  this :  That  the  creation  of  the  tax  commission 
has  been  a  long  stride  toward  simplification ;  one  of  the  longest 
that  has  been  taken  at  all.  Another,  gentlemen,  is  this:  That  the 
states  in  which  the  truest  reforms  have  been  made;  the  most 
genuine  and  real  reforms;  the  states  in  which  sentiment  in  regard 
to  taxation  appears  to  be  most  helpful;  offering  more  promise  of 
still  further  reform,  are  the  states  which  have  had  for  a  reason- 
able length  of  time  tax  commissions,  with  reasonable  powers  and 
with  reasonable  independence.  Experience  shows,  therefore,  that 
the  best  progress  toward  simplification  that  we  are  likely  to  make 
for  a  number  of  years  to  come  is  through  the  tax  commission. 

Now,  gentlemen,  if  you  relegate  this  agency  to  some  inferior 
position,  under  some  departmental  chief,  elected  or  appointed  fre- 
quently, without  regard  to  his  qualifications  for  handling  tax  mat- 
ters, you  are  bleeding  white — I  was  tempted  to  say  the  most  red- 
blooded,  virile  agency  that  offers  real  hope  for  true  reform  and 
simplification  in  the  future.     (Applause) 

Chairman  Bliss:  The  subject  will  now,  in  accordance  with 
our  usual  custom,  be  opened  to  general  discussion. 

Mr.  Tobin:  Mr.  Chairman,  I  should  like  to  express  the  thought 
that  i\Ir.  Gulick  should  give  some  proof  of  the  wisdom  of  his  plan 
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for  the  simplification  of  tax  administration.  I  fear  that  he  has 
only  given  us  his  own  conclusions.  I  believe  the  experienced  tax- 
payer and  those  who  represent  the  taxpayer  feel  that  we  should 
have  more  tax  commissioners  or  more  men  on  a  tax  commission 
with  full  power,  of  the  kind  which  the  last  speaker  described,  who 
have  the  administrative  authority  and  the  judicial  authority  to 
settle  the  problems  of  the  taxpayer  promptly. 

The  experience  is  this:  If  you  set  up  one  man  to  wield  the 
power  of  taxation  and  have  an  outside  advisory  board,  you  slow 
up  the  solution  of  the  problem  of  the  taxpayer;  you  also  create 
an  agency  that  is  usually  made  up  of  what  may  be  termed  a  "'  high- 
brow "  element,  or  of  others  who  are  selected  because  of  peculiar 
interest;  and  the  problems  of  the  general  taxpayer — the  ordinarv 
taxpayer — that  come  before  the  commission,  are  not  solved,  or  if 
solved  at  all,  it  is  only  after  a  long  time,  much  expense  and  pos- 
sibly litigation. 

I  feel,  from  my  experience  extending  over  many  years  during 
which  I  have  been  in  touch  with  many  agencies  of  government, 
that  it  would  be  a  big  step  backward  and  that  before  any  idea  is 
carried  through,  such  as  promulgated  by  ^Ir.  Gulick,  he  should 
bring  the  proof  here  or  to  some  other  forum,  that  we  should  make 
the  change,  or  go  back,  because  I  believe  it  would  indeed  be  a  step 
backward  to  change  over  our  present  scheme  as  concerns  tax  ad- 
ministration. I  feel  that  it  is  well  done,  and  that  as  in  Xew  York, 
we  should  have  men  who  can  answer  every  problem  of  the  tax- 
payer promptly. 

^Ir.  Girdwood  (Maryland)  :  With  reference  to  the  coordination 
of  departments.  I  recommend  to  students  of  this  idea  the  coordina- 
tion act  of  1922  in  Maryland.  This  was  a  home-made  coordina- 
tion, because  you  men  here  know  that  each  of  your  states  has  its 
peculiar  problems;  that  each  has  evolved  peculiar  customs  and 
ideas,  and  a  coordination  taken  from  some  other  state  will  not  be 
applicable  and  will  not  suit  your  needs.  I  jnay  say  that  in  our  co- 
ordination one  big  question  was  this :  Should  we  have  a  single 
commissioner  or  should  we  have  three  commissioners?  We  de- 
cided upon  three  members  for  a  more  or  less  political  reason,  as 
you  will  find  to  obtain  in  every  state,  because  we  had  the  three 
members  of  the  public  service  commission  and  three  members  of 
the  state  industrial  accident  commission.  But  bear  this  in  mind: 
The  state  tax  commission  must  be  subservient  to,  be  a  part  of 
and  be  coordinated  with  the  general  fiscal  management  of  the  state. 

In  the  coordination  in  ^laryland,  I  served  as  secretary  of  the 
commission  under  Governor  Ritchie,  and  you  students  of  coordi- 
nation may  be  interested  in  reading  the  report,  written  by  Governor 
Ritchie.  The  most  remarkable  thing  in  that  coordination  is  this : 
We  thought  there  were  too  manv  elections.    We  did  not  onlv  think 
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it,  but  we  abolished  all  elections  in  off-years,  by  getting  rid  of  one 
session  of  the  legislature.  So  the  cost  of  one  year's  elections  is 
entirely  saved. 

We  have  now  nineteen  major  departments,  of  which  there  are 
about  nine  that  are  important.  We  follow,  in  some  respects,  the 
Illinois  law.  But  I  do  want  to  say  to  Mr.  Tobin  that  we  did  not 
intend  to  lessen  the  powers  of  the  state  tax  commission,  but  we 
aimed  to  bring  the  commission  into  the  matter  of  finance. 

Mr.  Simms:  Mr.  Chairman,  in  listening  to  the  forceful  address 
of  Governor  Lowden  of  Illinois,  I  was  very  much  impressed  with 
the  plan  advocated  by  him,  and  in  listening  to  the  address  of  Dr. 
Page,  I  have  been  more  impressed  than  by  Governor  Lowden. 

My  position  is  somewhat  like  that  of  a  justice  of  the  peace  out 
in  my  state,  before  whom  two  very  eloquent  lawyers  appeared  a 
few  days  after  his  first  experience  on  the  bench.  The  counsel  for 
the  plaintiff,  after  brief  testimony  was  heard,  arose  and  addressed 
the  justice  in  very  eloquent  terms,  and  when  he  had  concluded,  the 
justice  said  very  emphatically,  "Plaintiff  wins!"  And  the  counsel 
for  the  defendant  immediately  arose  to  his  feet  and  finally  per- 
suaded the  Justice  that  he  was  entitled  to  be  heard  on  behalf  of 
his  client.  With  some  reluctance  he  was  permitted  to  make  his 
argument.  The  justice  immediately  after  his  conclusion  said, 
"Well,  I'll  be  darned — the  defendant  wins!"     (Laughter) 

Now  the  fact  is  that  government  is  a  most  human  institution. 
It  is  not  a  mechanical  agency,  highly  specialized,  as  our  modern 
industrial  plants  are,  and  therefore  when  we  listen  to  those  who 
justify  the  Lowden  plan  ultimately,  through  analogy  with  indus- 
trial specialization,  it  seems  to  me  that  we  may  be  led  to  a  very 
perilous  position  in  government.  In  other  words,  the  suggestion 
of  caution,  well  emphasized  by  the  distinguished  speaker  who  just 
addressed  us,  it  seems  to  me  is  most  wise. 

It  is  true  that  you  cannot  make  governmental  agents  mere 
mechanical  devices  for  the  purposes  of  administering  government ; 
you  cannot  develop  talent ;  you  cannot  develop  statesmanship ;  you 
cannot  develop  heads  of  your  departments,  even  by  the  plan  pro- 
posed, without  experience.  Men  must  come  up  from  the  bottom 
and  be  advanced  and  elevated,  according  to  their  experience  and 
ability.  There  is  no  incentive  to  men  and  women  of  talent  to  go 
into  the  profession — I  might  say  the  very  honorable  one — of  a  study 
of  governmental  problems. 

Therefore,  government  being  a  human  institution  (it  has  always 
been  so  and  always  will  be)  let  us  not  by  this  simple  analogy  fall 
headlong  into  the  ditch  of  mechanical  administration. 

I  think  I  have  not  seen  a  greater  exhibition  of  a  rare  combina- 
tion of  culture  and  common  sense  than  we  have  just  witnessed  from 
the   distinguished  gentleman   who   discussed   government   from   a 
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human  standpoint.  Perhaps  when  I  admit  that  I  do  not  know  him 
personally,  I  also  admit  that  I  am  unknown,  paraphrasing  some 
classical  literature  to  which  your  minds  will  recur.     (Applause) 

Mr.  George  F.  Phillips:  What  I  wanted  to  ask  Mr.  Gulick  or 
the  other  gentleman  who  spoke,  was  this:  As  to  the  real  meaning 
of  an  "assessor";  whether  that  was  the  right  name  for  the 
work  done  ? 

Another  point;  the  matter  of  assessing  railroads.  The  big  dif- 
ferences between  one  county  and  another  is  produced  more  by  the 
tax  agent  of  the  railroad  than  by  any  other  thing.  I  know  one 
agent,  to  whom  the  railroad  company  owes  thousands  of  dollars,  if 
they  were  to  pay  him  what  he  was  worth.  (Laughter)  To  illus- 
trate how  he  operates;  he  goes  into  the  country  districts;  he  walks 
in  and  says,  "  Good-morning,  John,  Jim  and  Jack ;  then  he  passes 
out  a  cigar  and  inquires  about  the  farm  and  one  thing  and  another — 
whatever  line  of  business  they  happen  to  be  in.  Then  he  will 
start  to  tell  them  how  much  the  main-line  track  has  depreciated 
in  the  last  year,  which  anyone  who  stopped  to  consider  it  would 
know  was  impossible,  because  the  public  service  commission  makes 
them  keep  their  main  line  track  in  perfect  condition.     (Laughter) 

There  is  one  other  point.  It  is  an  old  saying  among  those  who 
have  served  on  a  committee ;  that  the  efficiency  of  any  committee 
varies  inversely  as  the  square  root  of  the  number  on  it.  (Laughter 
and  applause) 

Chairman  Bliss:  Does  any  one  else  desire  to  be  heard? 

Mr.  Blodgett:  Mr.  Gulick  made  some  reference  to  Connecticut's 
effort  to  bring  about  a  reform  in  the  direction  of  consolidating 
bureaus.  That  did  not  turn  out  well  in  the  general  assembly,  not 
having  received  a  sufficient  number  of  votes  to  become  a  law.  It 
was  rather  a  curious  outcome  of  what  was  believed  to  be  worth 
while.  In  any  case,  the  public  attention  was  directed  to  the  state 
government. 

In  the  first  place,  it  was  referred  to  as  a  great  reform  by  those 
who  advocated  it.  I  thought,  personally,  and  as  one  who  had 
been  familiar  with  the  state's  affairs  for  some  years,  that  something 
could  be  accomplished  in  the  direction  of  consolidating  bureaus; 
that  more  efficiency  could  be  had  in  certain  directions,  and  that  we 
could  avoid  some  duplication  of  effort  and  some  unnecessary  ex- 
pense. But  when  it  came  to  the  tax  department,  they  did  there 
exactly  what  they  did  with  the  other  departments.  They  furnished 
to  us  an  advisory  board.  This  board  consisted  of  three  members, 
who  were  to  serve  without  additional  compensation,  except  their 
necessary  expenses,  if  any.  It  was  provided  that  the  controller  of 
the  state,  the  attorney  general  and  the  motor  vehicle  man  should 
be  the   advisory  board.     Now   it  happened  that  neither  of  these 
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gentlemen  had  any  technical  knowledge  of  the  subject  of  taxation; 
they  had  given  it  no  thought;  nor  was  there  any  possible  chance 
of  ascertaining  who  would  be  members  of  this  advisory  board  in 
the  future.  They  were  elective  officers,  except  one,  and  it  was 
not  conceivable  that  the  newly  elected  ones  could  be  hurriedly 
trained  in  matters  of  taxation.  They  had  not  studied  taxes;  and 
such  an  advisory  board  could  do  vast  harm  if  they  were  not  per- 
sonally favorable  to  the  tax  commissioner.  Of  course,  I  don't  be- 
lieve such  a  scheme  would  meet  with  favor  on  the  part  of  Governor 
Lowden  or  Mr.  Gulick. 

For  that  reason  this  bill,  going  through  the  entire  state  in  this 
way  with  an  advisory  board — a  sort  of  an  irresponsible  board  of 
advisers — did  not  pass. 

For  my  part,  I  think  some  of  our  states  need  refinements  and 
not  reforms;  we  need  painstaking  study  of  these  things  that  have 
come  up  through  the  years  and  a  refinement  of  them  so  that  they 
will  be  made  more  efficient.  oNIost  reforms,  well  advertised,  en- 
courage the  people  to  hope  for  things  that  do  not  transpire. 
About  ninety-nine  and  one-half  per  cent  of  them  are  just  blown 
up  for  political  reasons;  they  are  great  bags  of  wind;  they  don't 
carry  through ;  they  don't  get  anywhere.  Our  institutions  and  our 
commissions  that  have  grown  up  with  the  states,  for  especially 
designed  purposes,  undoubtedly  grow  in  numbers,  as  Dr.  Page  has 
suggested,  but  in  the  end  public  sentiment,  when  it  is  necessary 
and  something  is  wrong,  will  do  this  consolidating,  without  so 
much  talk  about  reform.  They  will  fall  off  like  the  bark  of  a  tree, 
in  the  course  of  years,  and  as  the  public  perceive  that  they  become 
useless  in  the  state,  they  will  go. 

I  cannot  see  how  such  a  plan  of  consolidation  could  be  put  across 
in  my  state,  although  I  know  where,  in  my  judgment,  some  im- 
provement could  be  made.  I  have  no  doubt  that  the  consolidation 
in  the  State  of  Illinois  was  successful ;  it  may  be  that  it  could  be 
made  successful  in  the  State  of  Maryland,  but  conditions  must 
have  been  so  that  they  could  accomplish  it  and  that  it  was  neces- 
sary, or  else  they  could  not  have  put  it  across  an  elective  body 
such  as  we  have  in  our  state. 

I  don't  believe  that  the  great  movement  and  the  great  wave  for 
these  things  is  so  very  real  after  all.  They  are  highly  advertised 
and  they  are  talked  about,  but  I  think  there  can  be  refinements 
made  in  the  states  generally,  not  to  be  advertised  as  reforms.  If 
we  build  on  the  things  that  we  have  and  on  the  institutions  and 
devices  already  set  up,  we  shall  accomplish  more  than  by  a  whole- 
sale plan  of  trying  to  reform  states.  I  thank  you  for  your  attention. 
(Applause) 

Chairman  Bliss:  The  chair  will  take  this  opportunity  to  call 
your  attention  to  the  fact  that  the  group  photograph  will  be  taken 
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tomorrow  morning  at  the  rear  of  the  hotel,  immediately  after  the 
morning  session. 

If  there  is  no  further  discussion  desired,  the  president  wishes 
me  to  announce  that  the  annual  meeting  of  the  National  Tax  Asso- 
ciation will  now  be  held. 

Mr.  Link  announced  that  there  would  be  a  meeting  of  the  com- 
mittee on  resolutions  immediately  after  the  tomorrow  morning's 
meeting. 

Chairman  Bliss  :  There  is  no  desire  to  shut  off  debate  in  any 
degree.  We  hope  that  every  one  who  wishes  to  say  anything  on 
this  important  and  interesting  subject  will  feel  perfectly  free  to 
do  so. 

i\lR.  Phillips  :  Mr.  Chairman,  will  you  ask  Mr.  Gulick  or  the 
other  gentleman  to  answer  the  question  that  I  asked?     (Laughter) 

Chairman  Bliss:  Will  you  kindly  state  your  question  again? 

Mr.  Phillips:  If  the  name  "assessor"  is  the  proper  term  for 
a  local  assessor  ? 

Mr.  Gulick:  Mr.  Chairman:  On  behalf  of  Dr.  Page  I  should 
like  to  ask  our  friend  this  question:  To  kindly  explain  just  what 
the  difficulty  is  in  his  mind,  so  that  Dr.  Page  may  answer  the 
question  more  intelligently  than  I  can.     (Laughter) 

Mr.  Phillips:  The  minute  the  word  "assessor"  is  mentioned 
to  the  public — the  taxpayer — there  are  certain  blank  words  used. 
I  was  wondering  if  the  name  could  not  be  changed  to  the  proper 
one,  inasmuch  as  in  effect  he  is  really  a  man  dealing  with  apprais- 
ing of  properties  and  he  does  not  deal  with  assessments,  after  the 
rate  is  made.  As  I  understand  it,  an  assessor  means  one  who 
abides  by  his  judgment. 

Chairman  Bliss:  Does  any  one  else  desire  to  be  heard? 

Dr.  Page:  I  have  listened  to  this  discussion  with  a  good  deal  of 
interest,  to  see  if  I  could  state  with  any  degree  of  definiteness 
just  wherein  there  is  any  disagreement  between  Mr.  Gulick  and 
myself  and  these  other  gentlemen,  and  as  far  as  there  is  any  dis- 
agreement (and  it  seems  to  be  an  exceedingly  small  one — much 
slighter  than  I  had  thought  when  the  discussion  began),  INIr.  Gulick 
makes  the  categorical  statement  that  in  his  judgment  the  tax 
commission  must  go.  Practically  all  of  the  speakers,  I  think,  coin- 
cide with  Mr.  Gulick.  With  some  slight  change  of  phrase,  they 
all  maintain  that  the  tax  commissions  must  keep  going.  (Laugh- 
ter and  applause) 

Mr.  Gulick  :  Mr.  Chairman :  When  our  friend,  Mr.  Holcomb, 
asked  me  to  present  a  paper  on  this  subject,  I  told  him,  "  No,  sir, 
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I  won't  be  thrown  before  the  lions."  (Laughter)  I  said  he  could 
do  anything  he  wanted  to,  but  that  I  would  refuse  to  engage  in 
debate  on  this  subject.  I  feared  that  there  was  nothing  to  be 
gained  by  such  a  discussion  at  this  meeting. 

Nevertheless,  I  think  there  has  been  one  very  beneficial  result 
from  this:  We  have  found  how  close  together  those  who  are  look- 
ing for  administrative  reform  are  with  the  tax  commission  people. 
The  chief  difference  comes  over  the  analysis  of  the  work  of  a  tax 
commission,  as  determining  the  type  of  organization  that  should 
be  established  for  it. 

Dr.  Page  has  outlined,  in  the  finest  possible  way,  the  work  of  the 
commission,  in  every  instance  laying  what  seems  to  me  more  em- 
phasis than  is  legitimate,  upon  the  judicial  work  of  a  tax  commis- 
sion. I  have  been  in  tax  commissions  in  various  parts  of  the 
country.  Of  course,  my  experience  is  not  as  broad  as  his  or  as 
broad  as  that  of  many  of  those  of  you  who  are  here,  but  my  ob- 
servation has  been  that  the  work  is  primarily  administrative  and 
that  the  judicial  work  arises  only  occasionally  during  the  year,  in 
such  form  as  to  necessitate  the  action  of  a  board. 

You  heard  our  president.  Dr.  Adams,  say  yesterday  that  tax  ad- 
ministration is  a  wholesale  job.  The  main  work  is  the  gathering 
of  information ;  the  organizing  of  facts ;  the  development  of  a  staff ; 
the  direction  and  supervision  of  the  work  of  that  staff.  It  is  only 
occasionally  the  sitting  in  judgment  on  important  questions,  as  to 
what  we  shall  consider  value  and  on  matters  of  that  sort.  Of 
course,  in  the  case  of  appeals  that  come  up  from  the  bottom  through 
your  machinery,  we  have  judicial  matters,  quasi- judicial  matters, 
and  they  have  to  be  handled  by  a  group,  where  you  can  have  more 
heads  than  one. 

But  even  equalization  work,  gentlemen  —  and  you  know  this 
yourselves  from  your  own  experience — is  built  upon  a  basis  of 
elaborately  collected  figures  and  statistics,  the  construction  of  tables, 
and  the  application  of  those  to  the  assessments  as  reported.  That 
is  not  a  judicial  process,  in  my  judgment,  though  of  course  it  re- 
quires judgment;  but  for  that  matter,  all  administration  requires 
judgment.  You  don't  have  to  eliminate  judgment  in  order  to 
prove  that  an  act  is  administrative  or  primarily  administrative. 

Mr.  Tobin  asks  for  proof  of  the  propositions  I  have  advanced. 
I  think  we  will  all  agree  that  there  has  to  be  concentration  in  tax 
work.  That  needs  no  proof.  Second,  I  urge  that  there  should  be 
a  single-headed  office.  He  asks  for  proof.  I  point  to  Mr.  Blodgett 
of  Connecticut  who  has  just  spoken.  Is  Connecticut  administration 
no  evidence?  Have  you  had  better  tax  administration  anywhere 
than  in  Massachusetts,  with  its  single  commissioner?  They  don't 
talk  about  tax  commissions  in  Massachusetts  or  Connecticut.  And 
there  are  other  states.    There  are  in  the  United  States  today  twelve 
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states  which  have  bona  fide  single-headed  directors  for  the  tax 
work  of  the  state.  In  these  cases  there  are  only  three  or  four 
where  that  tax  work  is  headed  up  under  a  department  of  finance. 
That  is  the  next  issue:  Shall  tax  administration  be  under  a  de- 
partment of  finance?  We  haven't  yet  had  enough  experience  on 
that  point  to  prove  that  it  is  desirable  or  undesirable. 

The  question  as  to  whether  you  can  get  good  men  to  serve  in 
an  "  office  boy  "  position,  as  it  has  been  termed,  springs  from  im- 
proper analysis.  The  kind  of  work  and  the  power  makes  the  office ; 
not  what  you  call  it.  A  man  may  be  "  bureau  head,"  or  "  division 
head,"  or  "  secretary,"  or  "  clerk."  That  makes  little  difference 
in  the  long  run.  In  our  federal  government,  you  call  a  man  "  sec- 
retary "  of  state  and  fill  the  position  by  appointment.  That  does 
not  decrease  the  dignity  of  office. 

It  is  instructive  to  turn  to  municipal  departments  where  the 
assessing  work  has  been  carried  out  under  the  department  of 
finance.  My  observation  is  that  there  has  been  no  decrease  in  the 
dignity  of  the  position.  Look  at  Newark,  New  Jersey;  look  at 
Buffalo,  New  York — there  has  been  no  decrease  in  the  prestige  of 
the  assessor's  office  as  the  result  of  placing  it  in  the  department 
of  finance. 

It  seems  to  me  that  to  say  that  we  cannot  prove  something  that 
we  have  not  yet  tried  adequately  is  as  much  a  statement  of  theory 
as  my  statement.  Mr.  Tobin  intimates  that  I  have  brought  forward 
solely  my  own  opinions.  Perhaps  he  is  flattering  me  into  thinking 
that  some  of  these  ideas  are  my  own.  As  a  matter  of  fact,  ideas 
of  this  sort  are  generally  developed  from  considerable  thought  by 
a  considerable  group  of  men  on  the  basis  of  considerable  experience. 

I  hold  in  my  hand  here  one  or  two  letters  I  should  like  to  read 
from,  because  they  come  from  men  of  broad  experience.  This  is 
from  Massachusetts : 

"  In  answer  to  your  question  numbered  2,  it  does  not  seem  to  me 
as  though  there  could  be  any  question  as  to  the  desirability  of  hav- 
ing a  single-headed  commission  for  administrative  control  of  a  tax 
department.  I  have  yet  to  see  any  administrative  body  function 
very  well  under  a  board  unless  there  was  one  member  of  the  board, 
ordinarily  the  chairman,  who  really  was  the  directing  head,  the 
others  being  merely  advisory  if  having  any  influence  at  all. 

"  It  is  necessary  in  all  administrative  offices  to  have  more  or  less 
of  a  program  and  it  takes  a  long  time  to  work  out  what  one  has  in 
mind.  To  upset  the  working  out  of  this  method  by  the  laying  out 
of  an  entire  program  before  a  board  seems  to  me  to  be  absolutelv 
impracticable. 

"  It  is  surely  easier  to  place  responsibility  on  one  person  than  it 
is  to  have  authority  divided  and  responsibility  not  placed.  Inas- 
much as  Massachusetts  has  had  a  single  commissioner  for  so  many 
years  there  are  no  particular  instances  that  occur  to  me  to  show 
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why  the  Massachusetts  plan  is  better  than  the  board  plan.  It  has 
been  my  experience,  not  only  in  tax  work  but  in  other  work,  to 
find  that  in  our  local  boards,  where  there  are  three  members,  it  is 
pretty  generally  one  man  who  does  all  the  work  and  whose  judg- 
ment is  followed,  but  responsibility  is  not  easily  placed  even  though 
the  one  man  does  the  whole  work  and  carries  the  entire  burden." 

This  comes  from  Xorth  Carolina: 

"  Permit  me  to  state  that  I  am  firmly  committed  to  the  admin- 
istrative control  of  the  state  tax  department  by  a  single  head,  in 
place  of  a  commission.  The  latter  form  of  organization,  consist- 
ing of  three  members,  was  tried  out  for  a  number  of  years,  and  by 
an  act  passed  in  1921  was  replaced  by  the  present  department  of 
revenue,  headed  by  a  commissioner.  The  results  obtained  thus  far 
appear  to  have  vindicated  this  action." 

Here  is  another  letter  which  I  think  will  be  of  interest  to  you 
gentlemen.    This  particular  letter  is  from  West  Virginia: 

"  As  a  general  proposition,  I  am  of  the  opinion  that  the  policy  of 
creating  a  single  responsible  head  of  the  tax  department  is  the 
wiser  one  for  the  states  to  follow.  In  this  opinion  I  may  be  some- 
what biased,  because  of  our  own  policy  and  experience  in  this  re- 
spect. A  single  qualified  administrator  of  the  tax  department  can 
and  does  employ  expert  men  to  direct  the  various  divisions  of  his 
office,  and  he  necessarily  becomes  familiar  with  all  of  the  work  of 
directing  the  same.  If  there  were  three  or  more  commissioners 
of  equal  authority,  the  tendency,  it  seems  to  me,  would  be  for 
each  commissioner  to  shift  responsibility  to  the  other  members  of 
the  commission,  and  with  the  possible  result  that  one  or  two  men 
would  be  relied  upon  as  final  authority  in  making  decisions  on 
important  questions  affecting  the  public.  Then,  too,  several  com- 
missioners may  disagree  among  themselves  and  thereby  destroy,  to 
a  certain  extent,  the  efficiency  of  the  office.  Even  where  several 
commissioners  are  employed,  that  commission,  just  as  in  the  case 
of  a  commissioner,  employs  experts  for  the  various  divisions  of  the 
office.  Therefore,  it  is  more  economical  to  have  one  responsible 
head  of  the  department  of  taxation  than  to  have  several  persons 
on  the  commission  of  equal  authority  and  at  high  salaries." 

Still  another : 

"  From  my  experience  with  '  commissions  '  I  have  learned  that 
some  one  member  of  such  bodies  usually  takes  the  initiative  and 
does  most  of  the  work,  no  small  part  of  which  is  getting  the  other 
members  to  attend  meetings  and  take  part  in  the  proceedings.  I 
am  therefore  decidedly  of  the  opinion  that  a  single  head  with  un- 
divided authority  will  accomplish  more  and  better  work  than  a 
number  of  heads  with  divided  authority." 

I  won't  bother  with  other  letters,  but  of  course  the  consolidation 
movement  is  not  only  my  own  opinion. 

And  finally,  let  me  mention  New  York,  which  Mr.  Tobin   also 
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points  to  as  an  ideal.  In  New  York  state  our  tax  department  was 
reorganized  a  few  years  ago  and  we  now  have  in  charge  of  the 
administrative  work  a  single  commissioner.  He  has  two  assistants 
who  sit  with  him  as  a  commission  only  in  cases  of  a  quasi-judicial 
or  quasi-legislative  nature.  This  plan  of  organization  you  will  see 
is  in  accord  with  the  suggestions  I  have  offered.  It  is  therefore 
a  satisfaction  to  me  that  Mr.  Tobin,  who  is  in  a  position  to  know 
his  own  state,  should  testify  to  the  efficiency  of  the  New  York  tax 
department.  This  is  the  final  evidence  I  offer  in  answer  to  his 
demand  for  proof. 

Mr.  Graves,  I  wonder  if  you  wouldn't  tell  us  a  little  about  how 
that  operates  in  the  State  of  Xew  York,  because  it  seems  to  me 
that  the  New  York  scheme — . 

]\Ir.  Tobix  (interposing)  :  Is  that  a  fair  statement  you  made 
about  deputy  commissioners?  You  don't  mean  to  imply  that  they 
are  deputy  commissioners — they  are  full  commissioners.  The  only 
distinction  drawn  there  is  that  the  chairman  of  the  commission 
has  the  appointing  power  of  the  employees  within  the  commission. 
It  is  not  fair  to  sav  that  they  are  not  full  commissioners  in  every 
sense. 

i\lR.  GuLiCK :  They  are  full  commissioners  when  they  sit  as 
members  of  the  commission.  When  they  act  in  their  administra- 
tive capacity,  in  charge  of  their  various  departments,  as  I  under- 
stand the  law,  they  serve  under  the  direction  of  the  chairman. 
Here  is  Mr.  Graves  who  is  one  of  these  associates. 

Mr.  Tobin:  Wasn't  it  a  fact  that  the  object  of  this  set-up  was 
a  matter  of  politics,  to  displace  the  old  commission  and  put  an- 
other group  in  power  ?  That  is  the  answer  to  it,  and  everybody  in 
New  York  State  knows  it ! 

Mr.  Gulick  :  I  think  that  politics  may  have  entered  into  it  to 
some  extent,  but  I  know  also  that  there  were  very  substantial 
groups  that  stood  back  of  the  change  and  were  very  careful  to  see 
that  the  law  was  worded  in  this  way  to  introduce  more  systematic 
administration  of  that  office.  As  to  how  that  operates,  I  think 
Mr.  Graves  can  tell  us. 

Mr.  Graves  :  This  reminds  me  of  an  incident.  One  of  our  New 
York  traveling  men  came  down  to  West  Virginia.  It  was  when 
the  League  of  Nations  was  being  discussed.  The  question  was. 
whether  we  should  go  in  or  stay  out.  This  traveling  man  heard 
two  of  the  natives  of  West  Virginia  arguing  the  point.  They  had 
reached  a  very  heated  stage  in  the  discussion.  It  looked  at  one 
time  as  though  the  two  arguers  might  come  to  blows,  but  finally 
it  quieted  down,  because  one  of  them  said,  "  There  are  always 
three  sides  to  every  question — your  side,  my  side,  and  the  right 
side.     (Laughter) 
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It  is  true  that  under  the  statute  reorganizing  the  state  tax  com- 
mission in  New  York,  enacted  in  1921,  consoHdating  into  the  tax 
commission  all  of  the  tax  and  revenue  powers  of  the  state,  the 
president  of  the  state  tax  commission  was  given  sole  administra- 
tive pow-er.  That  means  that  he  appoints  all  people  to  positions 
in  the  department.  He  has  the  sole  power  to  promote  people  and 
to  demote  people,  and  to  discharge  them,  and  to  fix  their  salaries 
within  the  sums  appropriated  by  the  legislature.  He  has  the  power 
to  create  bureaus  and  to  abolish  bureaus,  to  consolidate  bureaus 
and  to  do  the  reverse. 

There  are  two  other  members  of  the  commission,  of  which  I 
happen  to  be  one.  Our  titles  are  "  commissioner,"  not  deputy  or 
assistant.  When  it  comes  to  the  consideration  of  any  problem  im- 
posed upon  the  commission  as  such,  we  have  equal  power  with 
the  president  of  the  commission,  but  in  these  administrative  mat- 
ters to  which  I  have  alluded,  we  have  no  power  whatever,  except 
such  power  as  we  may  receive  from  the  president.  The  provision 
of  the  statute  on  that  score  is  that  when  we  are  not  sitting  as  a 
commission  and  discharging  the  duties  which  are  conferred  upon 
the  commission  as  a  commission,  we  are  to  perform  such  other 
duties  in  the  department  as  the  president  may  delegate  to  us.  That 
makes  us,  if  I  may  so  phrase  it,  full  commissioners  part  of  the 
time  and  assistant  commissioners  the  remainder  of  the  time. 
(Laughter) 

My  own  observation  is  that  the  plan  works  well.  I  believe,  with 
Governor  Lowden,  that  the  administrative  part,  the  executive  work 
of  any  department  can  better  be  attended  to  if  you  have  fixed 
responsibility,  and  we  have  that  in  the  case  of  the  New  York  State 
Tax  Commission ;  there  is  no  question  about  it — the  executive  and 
administrative  work  of  the  commission,  and  all  of  the  power  in 
relation  to  it,  is  vested  in  the  president  of  the  commission,  and  I 
think  it  works  well  in  our  state. 

When  it  comes  down  to  the  consideration  of  valuations  of  special 
franchises  or  appeals  which  come  to  the  commission  from  the 
assessment  of  inheritance  tax  or  corporation  tax  or  personal  in- 
come tax,  or  franchise  tax,  those  matters  are  considered  by  the 
commission  as  a  w'hole  and  each  of  the  three  members  of  the  com- 
mission has  concurrent  or  equivalent  power.  Does  that  answer 
your  question,  Mr.  Gulick  ? 

Mr.  Gulick  :  I  think  you  ought  to  add.  Mr.  Graves,  that  the 
commissioners  are  appointed  by  the  Governor  directly,  which,  you 
see,  adds  something  to  their  standing  in  the  commission ;  that  not 
only  is  the  president  appointed  and  named  as  president,  but  the 
two,  that  I  called  deputies  and  should  not  have  done,  are  appointed 
by  the  Governor.  The  other  employees  are  appointed  by  the 
president.  That  strengthens  the  position  of  Mr.  Graves  and  his 
associates. 
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Chairman  Adams:  ^Ir.  Chairman,  I  want  to  add  a  word  to  the 
discussion,  merely  for  the  accumulation  of  experience  of  students 
such  as  Mr.  Gulick. 

I  have  been  a  member  of  a  state  tax  commission  and  I  have 
been  in  very  close  and  constant  contact  with  probably  the  most 
important  single  tax  commissioner  in  the  world,  whose  budget  ex- 
pended for  purely  tax  purposes  is  836,000,000  a  year,  and  briefly, 
without  explanatory  comment  or  defense,  I  would  suggest  these 
things  as  the  result  of  seven  or  eight  years  of  experience  and 
careful  watching  of  the  questions  involved,  because  I  have  been 
interested  in  these  very  questions  for  many  years. 

1  should  say  without  question  of  doubt,  that  it  is  advisable  to 
concentrate  the  purely  administrative  functions  in  the  hands  of 
one  man — a  conclusion  of  which  I  feel  very  certain,  after  having 
served  on  a  board  in  which  they  were  not  so  divided.,  and  I  could 
hardly  say  too  much  in  praise  of  my  colleagues  on  that  board  either. 

Secondly:  The  judicial  functions  of  these  tax  heads  are  ex- 
tremely important,  notwithstanding  the  fact  that  the  proper  ad- 
ministration of  a  tax  office  has  this  wholesale  aspect  to  which  I 
referred  the  other  day,  and  a  single  administrative  head  does  not, 
in  my  experience,  have  time  properly  to  take  care  of  the  judicial 
functions. 

Thirdly,  and  this  point  I  seldom  hear  referred  to  and  I  feel  very 
deeply  on  it:  The  saving  of  a  few  dollars  in  administrative  costs 
is  a  consideration  which  should  be  absolutely  disregarded  in  this 
connection.  If  all  you  want  to  talk  about  is  a  budget  of  the  ex- 
pense which  differs  by  $2,000  or  $3,000  from  the  budget  of  ex- 
pense that  might  be  shown  for  a  differently  organized  department, 
that  consideration  is  not  worth  time  and  attention.  The  fact  of 
the  matter  is  that  real  efficiency  in  tax  administration  counts  so 
largely  in  dollars  and  cents  that  you  want  the  very  best  kind,  re- 
gardless of  cost.  I  can  prove  to  anybody's  satisfaction  that  the 
dropping  of  one  man  in  the  bureau  of  internal  revenue  has  re- 
sulted in  the  loss  of  $50,000,000,  in  the  last  two  or  three  j^ears.  It 
is  perfectly  possible  for  two  or  three  men  in  the  bureau  of  internal 
revenue  to  save  or  lose  the  cost  of  conducting  that  bureau  in  the 
course  of  a  year;  and  the  cost  of  conducting  that  is  $36,000,000  a 
year.  The  same  things  are  true,  relatively,  of  a  state  commission. 
Forget  the  question  of  expense  and  concentrate  on  the  question  of 
getting  tax  work  done  eft'ectively  and  honestly  and  fairly ! 

The  fourth  aspect  of  this  question  which  I  suggest  for  further 
study,  I  am  a  little  uncertain  on,  but  in  all  these  disputed  ques- 
tions, ladies  and  gentlemen,  the  best  criterion  or  test  of  which  I 
know  anything  is  history.  Things  which  persist  do  not  persist  by 
accident.  I  think  you  will  find,  although  I  am  not  certain  of  this, 
that  almost  everywhere  there  has  been  a  quiet,  glacierlike  move- 
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ment  to  segregate  the  tax  function.  There  is  the  board  of  revenue 
commissioners  in  Great  Britain,  a  very  old  and  admirable  organ- 
ization ;  probably  the  best  organization  of  its  kind  in  the  world, 
from  what  I  hear.  What  is  it  that  has  brought  this  quiet  setting 
aside  of  tax  commissions  ?  What  has  taken  them  out,  instead  of 
consolidating  them?  You  had  a  very  recent  illustration,  in  the 
absolute  segregation  of  the  budget  function  down  at  Washington 
and  in  very  largely  demarcating  the  tax  function.  Now,  what  is 
behind  all  that;  what  did  it;  how  did  it  start  in  the  beginning? 
Originally  probably  somebody  did  all  of  it.  Now  I  don't  know,  I 
am  quite  uncertain  about  this,  but  of  this  final  point  I  am  certain : 
The  task  of  taxation  is  so  difficult;  it  draws  upon  the  man  or  the 
board  who  performs  the  work  such  inevitable  criticism;  the  func- 
tion is  so  delicate,  that  it  is  in  peculiar  need  of  protection  and 
isolation.  There  is,  in  my  opinion — and  I  say  this  deliberately — 
more  reason  why  a  tax  official  should  be  set  aside  and  protected  by 
a  long  term  than  there  is  for  the  setting  aside  of  an  ordinary  judge, 
and  protecting  him  by  long  tenure  and  that  sort  of  thing. 

Excuse  me  for  interjecting  those  remarks.  I  don't  know  just 
how  they  bear  or  whither  they  point,  but  they  are  the  result  of 
several  years'  experience  and  thought  on  the  subject. 

Chairman  Bliss:  If  no  one  else  cares  to  address  the  meeting, 
the  chair  will  declare  it  adjourned  and  there  immediately  will  be 
called  to  order  a  meeting  of  the  National  Tax  Association. 

Adjournment 


ANNUAL  MEETING  OF  THE  NATIONAL  TAX 
ASSOCIATION 

The  annual  meeting  of  the  National  Tax  Association  was  called 
to  order  by  Dr.  Thomas  S.  Adams,  President. 

President  Adams  :  The  National  Tax  ^Association  will  please 
come  to  order.  As  )-ou  know,  the  National  Tax  Association  does 
not  have  ver>^  much  business.  We  have  a  little,  however.  The 
program  is  so  crowded  by  reason  of  this  special  excursion,  that  we 
want  to  dispose  of  as  much  as  we  can  tonight.  We  will  then 
rather  summarily  begin  by  calling  for  the  first  item  of  business — 
the  report  of  the  Secretary  and  Treasurer,  if  he  is  prepared  to 
report.     Mr.  Holcomb ! 

Mr.  Bailey  :  Mr.  Chairman,  in  relation  to  the  report  of  the 
Secretary-Treasurer,  I  move  you,  if  he  is  willing,  that  we  defer 
that.  I  think  we  know  what  Mr.  Holcomb  is  doing  and  what  that 
report  contains,  and  I  believe  it  would  merely  be  a  loss  of  time  to 
have  it  read,  and  if  he  is  willing,  we  will  let  the  matter  go  by. 

President  Adams  :  As  I  understand  it,  you  move  that  the  report 
be  dispensed  with,  if  the  secretary  so  desires. 

The  motion  was  regularly  seconded. 

Dr.  Page:  Mr.  Chairman,  I  ofifer  an  amendment  to  that,  that 
the  report  of  the  Secretary-Treasurer  be  read  by  title  and  that  it 
be  accepted  by  the  association. 

The  amendment  was  regularly  seconded. 

President  Adams  :  The  amendment  is  seconded,  that  the  report 
of  the  Secretary  and  Treasurer  be  read  by  title,  be  accepted  as 
such,  and  I  take  it  that  the  secretary  is  at  liberty  to  add  any  in- 
formal comments  that  he  wants  to  make. 

Secretary  Holcomb  :  It  is  very  nice  of  the  gentlemen  to  make 
that  motion,  because  it  is  awkward  for  me  to  make  a  report  when  I 
haven't  it  here.     (Laughter) 

I  do  feel  it  necessary  to  make  one  or  two  observations,  not  in 
the  line  of  the  treasurer's  report,  but  in  the  nature  of  the  secretar>-'s 
report.  I  do  want  to  call  attention  to  the  work  of  Professor  Lutz 
during  the  past  year,  as  editor  of  the  Bulletin.  I  think  the  associa- 
tion owes  a  debt  of  gratitude  to  the  man  who  has  carried  on  this 
work  for  us  under  pressure,  and  with  such  judgment  and  skill. 
He  has  been  compelled  to  resign  because  of  removal  to  Stanford 
University,  and  it  is  fitting,  I  think,  that  we  should  in  some  way 
recognize  this  work. 

From  memory,  I  was  going  to  make  just  a  short  report  of  what 
I  could  remember  of  the  figures.  The  receipts  were  about  $7,250, 
19  (289) 
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and  the  expenses  were  $5,000  for  the  year.  We  have  1,218  mem- 
bers. We  gained  190  and  lost  111  during  the  year.  The  distribu- 
tion of  the  Bulletin  is  1,400.  That  is  all  I  can  remember  of  the 
report.  I  have  it;  it  has  been  audited  and  duly  certified  by  an 
accountant,  and  I  was  prepared  to  submit  it,  if  necessary,  but  I  am 
glad  to  be  relieved  of  that  duty. 

President  Adams  :  Gentlemen,  there  is  a  motion  before  you, 
that  the  report  of  the  Secretary  and  Treasurer  be  received  by  title 
and  accepted  as  such.  Is  there  further  discussion  of  that  motion? 
All  those  in  favor  will  indicate  by  saying  "  aye  " ;  contrary-minded 
"  no  ".     The  "  ayes  "  have  it.     The  motion  is  carried. 

Mr.  Tobin  :  Mr.  President,  what  did  the  secretary  indicate  might 
best   be  done  as  to  the  services   rendered  by  the   editor  of   the 

Btdletinf 

President  Adams:  A  motion  to  extend  the  thanks  of  the  asso- 
ciation, I  believe,  would  be  in  order. 

Secretary  Holcomb:  I  wanted  at  least  to  make  this  recognition 
personally  and  I  assumed  that  some  recognition  would  be  made  by 
vote  of  the  association. 

It  was  voted,  upon  motion  of  Mr.  Bailey,  regularly  seconded, 
that  the  secretary  be  directed  to  extend  the  thanks  of  the  associa- 
tion to  Professor  Lutz  for  his  able  conduct  of  the  Btdletin  during- 
the  past  year. 

President  Adams  :  The  next  important  item  of  business  is  the 
election  of  officers,  and  we  will  now  have  the  report  of  the  chair- 
man of  the  nominating  committee. 

Mr.  Bliss  :  Mr.  President :  For  the  nominating  committee  I  sub- 
mit the  following  as  the  unanimous  recommendation  of  the  com- 
mittee : 

For  President  —  William   Bailey,  Member,  State  Board  of 

Equalization  of  Utah. 
For    Vice-President  —  Thomas   W.    Page,    Chairman   of    the 

Council  of  Institute  of  Economics,  Washington,  D.  C. 
For  Secretary  and  Treasurer — Alfred  E.  Holcomb. 

There  are  three  members  of  the  Executive  Committee  to  be 
elected,  and  I  might  add  that  the  members  cannot  succeed  them- 
selves, therefore  it  was  necessary  to  find  three  new  men  for  the 
position. 

In  place  of  Frank  Roberson,  formerly  Attorney  General  of 
Mississippi,  the  committee  proposes : 

Harry  P.  Sneed,   Counsel  of  the  State  Tax  Commission  of 
Louisiana. 
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In  place  of  Carl  C.  Plehn,  University  of  California,  the  com- 
mittee proposes : 

Professor  Harley  L.  Lutz,  Stanford  University,  California. 

In  place  of  Carl  S.  Lamb,  Pittsburgh  Plate  Glass  Company,  the 
committee  proposes: 

S.  G.  Cramp,  Assistant  General  Solicitor  of  the  Pennsylvania 
Railroad. 

There  is  one  other  vacancy  caused  by  the  resignation  of  W.  L. 
Donley,  formerly  Chairman  of  the  Manitoba  Tax  Commission, 
and  to  fill  that  vacancy  the  committee  proposes: 

J.  A.  Begin,  Comptroller  of  Provincial  Revenue  of  Quebec. 

The  committee  respectfully  submits  these  nominations. 

Mr.  G.  Lord  :  Mr.  Chairman,  I  think  a  most  excellent  selection 
has  been  made  by  the  nominating  committee,  and  in  order  to  expe- 
dite the  business  of  this  meeting,  I  make  a  motion,  Mr.  Chairman, 
that  the  secretary  of  the  association  be  instructed  to  cast  the 
unanimous  ballot  of  the  association  for  the  election  of  these  per- 
sons that  have  been  placed  in  nomination. 

Mr.  Gary  :  Mr.  President,  I  take  peculiar  pleasure  in  seconding 
that  motion. 

President  Adams  :  This  motion,  gentlemen,  has  been  made  and 
seconded.  It  is  the  kind  of  a  motion  that  ought  not  to  be  passed 
if  there  is  any  objection  whatsoever,  and  the  sort  of  a  motion  that 
should  be  passed  if  it  will  truly  carry  out  the  wishes  of  the  asso- 
ciation. If  there  is  objection,  we  will  proceed  in  the  ordinary  way 
to  take  up  these  names  one  by  one,  by  ballot. 

Are  there  further  nominations?  Is  there  any  objection  to  the 
putting  of  this  motion,  because  I  should  not  want  to  put  it  if  there 
is  any  objection. 

The  question  was  called  for. 

President  Adams:  You  have  heard  the  motion,  that  the  secre- 
tary be  directed  to  cast  the  ballot  for  these  officers.  Those  in  favor 
will  indicate  it  by  saying  "aye";  contrary  minded?  It  is  unan- 
imously carried. 

Is  there  further  business,  Mr.  Secretary? 

Secretary  Holcomb  :  None  other  than  with  the  exception  of 
the  secretary  and  treasurer.  I  take  great  pleasure  in  casting  that 
ballot.     (Laughter) 

President  Adams:  Is  there  any  other  business?  If  not,  the 
meeting  is  adjourned. 

Adjournment 


EIGHTH  SESSION 

Thursday  Morning,  September  27,  1923 

Chairman  Adams  :  I  have  asked  Judge  Leser,  of  the  Maryland 
Tax  Commission,  to  preside  at  today's  session.     Judge  Leser ! 

Judge  Leser  took  the  chair. 

Chairman  Leser  :  The  reason  for  asking  me  to  preside  at  a 
meeting  dealing  with  federal  taxation  is  that  I  don't  know  any- 
thing about  it.  That  being  so,  we  are  going  to  hear  from  one  of 
the  leading  authorities  of  the  United  States,  a  man  who  has 
achieved  a  high  position  in  the  federal  legislature  and  has  made  a 
special  study  of  this  thing,  and  he  is  going  to  tell  us  a  lot  that 
we  ought  to  know.  I  have  the  greatest  pleasure  in  introducing 
Mr.  William  R.  Green,  of  the  ways  and  means  committee  of  the 
House  of  Representatives. 

The  audience  arose  and  greeted  Mr.  Green  with  applause. 

PROBLEMS  OF  NATIONAL  TAXATION 

w.  r.  green 

Member  of  Congress  from  Iowa 

Mr.  President  and  Members  of  the  Association: 

I  am  very  glad  to  meet  with  the  members  of  your  association 
and  feel  complimented  by  the  invitation  to  address  you. 

In  the  last  half-century  there  have  been  no  serious  problems  of 
national  taxation,  until  recent  years.  The  country  quickly  recov- 
ered from  the  effects  of  the  Civil  War,  and  in  1880  and  for  several 
years  afterwards  our  financial  problems  were  very  different  from 
what  they  are  now.  Although  the  Civil  War  income  tax  had  been 
repealed,  as  well  as  many  of  the  special  war  taxes,  including  the 
sales  taxes  that  prevailed  during  that  war,  there  was  still  a  grow- 
ing surplus  for  which  there  was  then  no  legitimate  governmental 
need.  In  1882  the  Secretary  of  the  Treasury,  Mr.  Folger,  reported, 
in  substance,  that  he  was  perplexed  as  to  how  to  reduce  the  receipts 
of  the  treasury  rather  than  to  find  new  methods  of  obtaining  addi- 
tional revenue.  Following  his  report  there  was  a  further  reduc- 
tion of  excise  taxes.  A  commission  was  appointed  to  reduce  the 
tariff,  and  it  was  even  proposed  to  take  the  tax  off  of  tobacco  en- 

(292) 


PROBLEMS  OF  NATIONAL  TAXATION  293 

tirely.  A  compromise  was  effected  by  reducing  it  one-half,  and 
still  a  surplus  remained.  The  Spanish  War  necessitated  the  levy- 
ing of  some  additional  taxes  in  the  nature  of  excises  and  gradually 
the  government  came  to  take  upon  itself  certain  duties  and  increase 
its  expenditures  along  lines  which  had  theretofore  not  been  con- 
sidered part  of  its  proper  functions.  But  all  in  all,  up  until  the 
time  of  the  World  War,  so  far  as  federal  taxes  were  concerned, 
the  majority  of  the  people  hardly  knew  that  they  existed  and  none 
seriously  felt  the  effects  of  them.  I  look  back  upon  that  time  as 
one  in  which  the  task  of  the  legislator,  especially  in  that  part  of 
legislation  with  which  I  am  particularly  concerned,  was  light. 
The  work  required  of  a  congressman  was  so  much  easier  than  at 
the  present  time  as  to  make  his  position  enviable. 

Those  halcyon  days  have  gone  and  will  not  return  during  our 
generation.  The  World  War  has  laid  heavy  burdens  upon  us. 
Our  interest  bill  alone  is  nearly  fifty  per  cent  more  than  the  total 
expenses  of  carrying  on  the  government  before  the  war,  if  we 
exclude  the  appropriations  for  the  Post  Office  Department  which 
are  repaid  to  the  government.  Other  obligations  growing  out  of 
the  late  war  have  increased  our  national  expenses  nearly  a  billion 
dollars  per  annum,  and  our  army  and  navy  each  cost  more  than 
twice  as  much  as  before  the  war.  Our  total  appropriations  are 
more  than  three  times  what  they  were  in  that  period.  These  un- 
precedented demands  had  to  be  met  and  it  became  necessary  that 
new  methods  of  taxation  be  devised  and  taxation  placed  on  a 
more  scientific  basis.  At  best,  taxes  are  and  for  some  time  will  be 
heavy  and  burdensome.  Taxes  are  always  paid  grudgingly,  and 
heavy  taxes  naturally  meet  with  much  opposition,  however  neces- 
sary they  may  be.  The  task  of  raising  the  requisite  funds  has  been 
rendered  much  more  difficult  by  changes  in  business  methods,  some- 
times legitimate  and  sometimes  not.  So  much  ingenuity  has  been 
used  in  inventing  methods  whereby  less  taxes  would  be  paid  that 
we  have  been  obliged  from  time  to  time  to  change  our  revenue 
laws  to  meet  these  evasions,  and  at  the  present  time  it  is  evident 
that  further  modifications  should  be  made.  There  is  therefore,  an 
ever-recurring  succession  of  problems  of  taxation  in  both  small 
and  great  matters,  which  have  inevitably  become  complex  and  in- 
tricate, for  reasons  which  I  shall  hereafter  explain. 

In  the  meantime  the  Ways  and  Means  Committee,  of  which  I 
am  a  member  and  in  which  all  bills  for  revenue  must  originate, 
hears  a  constant  clamor  for  some  new  tax,  different  from  those 
that  are  now  in  force,  and  it  requires  no  gift  of  prophecy  to  pre- 
dict that  in  the  next  Congress  an  effort  will  be  made  to  revolu- 
tionize our  present  system,  by  levying  heavier  taxes  on  wealth  and 
profits.  On  the  other  hand,  the  individual  taxpayers  are  naturally 
desirous  that  there  should  be  a  reduction  in  taxation  and  it  must 
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be  admitted  that  they  are  entitled  to  such  reduction  if  it  can  be 
made  without  interfering  with  the  just  and  proper  function  of  the 
government  or  the  fair  apportionment  of  taxes.  The  Ways  and 
Means  Committee  does  not  deal  directly  with  governmental  ex- 
penditures, which  are  fixed  primarily  by  the  Budget  Bureau,  then 
gone  over  by  the  Appropriations  Committee,  and  finally  determined 
by  the  vote  of  both  Houses,  and  the  approval  of  the  President. 
Whether  reductions  can  be  made  in  taxation  must  depend  on  the 
amount  of  appropriations  to  be  made.  At  this  date  we  do  not  have 
even  the  report  of  the  Budget  Bureau.  This  question  cannot  be 
fully  determined  at  this  time  but  I  shall  refer  to  it  later  on. 

Before  going  into  details  some  general  principles  ought  to  be 
stated.  Taxation  is  a  science,  in  the  sense  that  there  is  scientific 
taxation  and  unscientific,  but  it  must  be  admitted  that  it  is  far  from 
being  an  exact  science.  Nevertheless  experience  and  study  have 
caused  the  art  of  taxation  to  continually  progress,  although  it  has 
progressed  slowly,  and  some  nations  have  not  yet  learned  the  ele- 
mentary principles  of  it.  Taxation  is  as  old  as  civilization  and  of 
course  necessary  for  the  support  of  government.  It  began  as  a 
kind  of  a  tribute  given  by  a  subject  to  a  ruler,  exacted  at  the  will 
of  the  master,  and  with  no  limit,  except  the  means  of  the  subject. 
Later  the  methods  of  collection  became  more  systematic  but  the 
power  was  grossly  abused,  and  even  down  to  the  present  time  it  is 
often  misused.  We  ought  to  begin  to  lay  the  foundation  of  our 
tax  system  broad  and  deep,  and  to  agree,  if  possible,  upon  the 
great  principles  that  shall  control  our  methods  of  taxation.  I  am 
aware  that  here  I  shall,  of  necessity,  take  up  some  matters  that 
involve  disputed  questions  as  to  what  the  correct  practices  may  be. 
I  hope,  however,  in  what  I  say,  to  be  able  to  follow  the  general 
trend  of  modern  thought  on  the  subject  of  taxation. 

It  must  be  borne  in  mind  that  under  a  government  such  as 
ours,  the  deliberate  conclusion  of  the  people  must  finally  control. 
To  some  extent  we  may  be  able  to  direct  public  opinion  as  our 
arguments  appeal  to  the  matured  consideration  of  our  citizens,  but 
whatever  our  views  are,  the  voice  of  the  people  will  render  final 
and  conclusive  judgment.  Permit  me  to  say  also,  that  in  the 
future  the  science  of  taxation  will  advance,  although  the  progress 
may  be  neither  regular  nor  constant.  It  is  as  idle  to  endeavor  to 
stop  its  progress  as  it  is  to  try  to  stay  the  rising  of  the  sun  by 
setting  back  the  hands  of  the  clock. 

I  have  spoken  of  taxation  as  a  science,  although  not  an  exact 
one.  I  assume  that  all  of  you  know  that  there  never  was  a  perfect 
tax  bill,  and  there  never  will  be.  No  tax  measure  was  ever  framed 
that  worked  with  perfect  equality  between  those  paying  the  taxes, 
and  there  are  few  that  seem  to  be  as  clear  and  precise  as  they 
might  be  made.     Let  me  add  to  this  another  statement,  which  at 
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first  may  seem  to  you  paradoxical  but  which,  upon  reflection,  I 
think  you  will  agree  to  be  correct.  As  a  general  rule  the  simpler 
the  form  of  a  tax  measure  the  greater  the  inequalities  between 
taxpayers  who  are  afifected  by  it.  An  occupation  tax  upon  each 
firm,  corporation,  or  individual  engaged  in  the  real  estate  business 
in  a  large  city  would  be  simplicity  itself,  but  a  small  concern,  barely 
able  to  keep  its  head  above  water,  would  pay  as  much  as  a  great 
corporation  doing  business  in  the  millions  and  realizing  great 
profits.  There  are  many  exceptions,  of  course,  to  this  rule  but 
they  only  emphasize  the  point  which  I  desire  to  make. 

There  is  a  constant  demand  that  the  income  tax  be  made  simple 
and  free  from  all  complexity.  The  demand  is  natural  but  it  asks 
for  the  impossible.  The  income  tax  statute  could  be  written  in  a 
single  page  and  the  law  made  perfectly  clear,  plain,  and  simple; 
but  any  legislator  who  was  responsible  for  such  a  law  would  find 
that  his  life  was  not  safe  the  next  week  after  it  went  into  force. 
so  great  would  be  the  hardships  and  inequalities  that  it  would 
create. 

The  complexities  of  our  income  tax  result  from  the  effort  which 
has  been  made  to  prevent  the  inequalities  which  a  bare  tax  on  in- 
comes would  bring  about.  We  are  aware  that  inequalities  still 
exist  and  we  are  continually  striving  to  eliminate  them.  With 
each  effort  to  adjust  these  inequalities  we  have  added  to  the  com- 
plications and  we  have  often  found  that  in  doing  away  with  one 
inequality  we  have  either  created  another  or  furnished  a  method 
to  some  of  evading  the  tax  in  whole  or  in  part.  All  of  you  know 
that  a  board  composed  of  treasury  officials  has  been  working  for 
some  time  with  a  view  to  presenting  modifications  of  the  present 
law  which  will,  to  some  extent,  simplify  it  and  prevent  evasions 
which  make  it  work  unequally  and  unjustly  at  times.  Too  much 
must  not  be  expected  from  its  labors,  in  the  way  of  simplifying 
the  law.  The  inherent  difficulties  of  such  a  task  can  only  be  ap- 
preciated by  gentlemen  like  yourselves.  We  can  hardly  hope  that 
the  general  public  will  understand  them.  In  this  connection  I 
ought  to  say  that  while  we  can  never  expect  that  a  tax  will  work 
out  with  perfect  equality,  we  ought  never,  except  under  the  pres- 
sure of  absolute  necessity,  to  make  use  of  a  tax  that  nearly  always 
works  out  unequally  between  those  upon  whom  its  burden  rests. 
We  have  had  one  such  tax  as  this,  which  was  a  necessity  in  war 
time  and  to  which  I  shall  hereafter  allude. 

Under  the  early  forms  of  government,  taxes  were  imposed 
without  any  thought  of  economic  principles,  the  main  purpose 
being  to  wring  as  much  as  possible  from  the  individual  taxpayer, 
regardless  of  the  condition  in  which  it  left  him.  Gradually  it  has 
come  to  be  seen  that  this  method  not  only  impoverished  the  indi- 
vidual  but   rendered   him   no    longer    capable    of   production   and 
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thereby  decreased  the  total  wealth  of  the  state,  and  that  in  the 
long  run  greater  revenue  could  be  derived  by  more  just  and 
merciful,  as  well  as  a  more  enlightened  policy,  of  a  more  equal 
distribution  of  the  burdens  of  taxation.  In  these  days  I  think  it 
ought  to  be  apparent  that  a  still  broader  policy  should  be  followed, 
in  that  taxes  should  not  be  imposed  in  such  a  manner  as  to  in- 
crease the  burden  of  those  who  are  already  struggling  to  meet 
what  we  now  consider  the  necessaries  of  life,  or  to  unduly  limit 
their  opportunities  for  education  and  social  improvement.  For  the 
state  so  to  do  is  to  injure  its  greatest  and  best  asset,  a  useful  and 
productive  citizen.  On  the  other  hand,  taxes  upon  business  may 
easily  be  made  so  onerous  as  to  discourage  enterprise  and  actually 
hinder  production,  thereby  injuring  not  only  the  taxpayer  but  the 
whole  nation.  Even  the  most  wealthy  can  be  taxed  until  the  in- 
ducement to  preserve  and  increase  their  capital  is  lost.  There  are 
some  who  would  use  taxation  as  a  means  to  redistribute  property 
and  to  equalize  wealth,  which  is  clearly  a  step  in  the  direction  of 
socialism.  There  are  others  who  go  to  the  contrary  extreme  and 
contend  in  effect  that  no  tax  should  be  levied  which  will  substan- 
tially limit  the  accumulations  of  the  wealthy,  even  though  this 
system  necessitates  the  levying  of  additional  taxes  upon  the  masses 
and  thereby  prevents  savings  on  their  part.  The  basis  of  the 
argument  for  this  last  proposition  is  the  necessity  of  capital  accu- 
mulations for  carrying  on  business,  but  it  rests  on  a  false  premise. 
Our  goal  should  be  the  establishment  of  a  system  which  will 
afford  the  opportunity  of  accumulation  to  all  those  who  exercise 
thrift  and  industry.  It  must  be  obvious,  also,  that  an  accumulation 
of  a  million  dollars  in  the  hands  of  one  man  is  no  more  useful  for 
carrying  on  business  than  an  average  accumulation  of  one  hundred 
dollars  on  the  part  of  ten  thousand  men,  if  the  accumulations  be 
joined,  as  they  usually  are,  through  bank  deposits  or  other  means, 
or  otherwise  used  so  as  to  render  a  useful  return.  Certain  it  is 
that  a  wide  distribution  of  wealth,  more  than  anything  else,  con- 
tributes to  the  contentment  and  happiness  of  the  masses  and  in- 
sures their  support  of  orderly  government. 

The  wealth  of  this  country  has  been  and  is  now  increasing  by 
leaps  and  bounds.  Business,  of  course,  does  not  thrive  by  reason 
of  taxation  but  rather  in  spite  of  it.  As  long  as  the  productive 
capacity  of  the  country  is  not  injured,  either  on  the  one  hand  by 
impoverishment  of  that  portion  of  the  masses  who  are  inclined  to 
work  at  various  employments  and  save,  or,  on  the  other  hand,  by 
what  amounts  to  confiscation  of  capital,  the  wealth  of  the  country 
will  continue  to  increase.  Either  of  these  extremes  should,  of 
course,  be  avoided,  but  the  line  that  strikes  the  golden  mean  is 
difficult  to  find. 

It  is  a  common  statement  among  those  who  seek  to  inflame  the 
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minds  of  the  people  against  the  wealthy,  that,  under  our  form  of 
government,  the  rich  are  growing  richer  and  the  poor  are  grow- 
ing poorer  every  day.  If  this  were  true  it  would  constitute  the 
greatest  indictment  against  our  present  system  that  has  ever  been 
made,  but  it  is  not  true.  The  rich  are  indeed  growing  richer  as 
the  wealth  of  the  country  increases,  but  the  greatest  increase  is 
among  those  of  moderate  incomes  and  the  condition  of  the  masses 
is  so  much  above  that  of  fifty  years  ago  as  to  make  comparison 
almost  impossible.  The  enormous  increase  in  the  deposits  of  sav- 
ings banks  and  banks  that  are  used  by  farmers;  the  remarkable 
additions  to  the  assets  of  building  and  loan  associations;  the  in- 
crease in  the  amount  of  life  insurance  carried  by  the  average 
man — all  these  facts  and  many  others  show  conclusively  the  falsity 
of  this  demagogic  assertion.  There  can  be  no  doubt  that  the  fact 
that  the  common  people  are  little  affected  by  national  taxation  has 
contributed  to  this  result. 

There  is  much  loose  talk  about  the  manner  in  which  business  is 
affected  by  national  taxation.  It  must  be  admitted  that  taxes  on 
incomes  are  high,  although  they  average  lower  than  those  of  any 
other  government  that  took  part  in  the  war.  But  in  these  days, 
when  nearly  every  factory  is  running  full  blast;  when  the  rail- 
roads are  moving  more  freight  than  ever  in  our  history;  when 
sales  of  commodities  are  at  a  high  peak,  it  is  merely  cheap  claptrap 
to  assert  that  business  is  being  ruined  by  high  taxes.  As  was  said 
before,  business  does  not  thrive  upon  taxation  but  in  spite  of  it, 
and  the  greatest  care  is  needed  in  apportioning  our  taxes,  lest 
they  unduly  bear  upon  business  and  capital,  but  the  welfare  of  the 
masses  is  also  a  capital  asset  as  well  as  a  necessity  for  the  con- 
tinuance of  our  government  and  the  perpetuity  of  our  institutions. 

Keeping  these  principles  in  mind,  we  are  brought  to  a  consid- 
eration of  some  of  the  proposed  changes  in  our  revenue  system 
which  have  been  prominently  advocated  throughout  the  country. 

Of  all  of  these  measures,  probably  none  has  received  such  sup- 
port in  the  way  of  propaganda  as  a  general  sales  tax.  It  is  prob- 
ably not  necessary  to  state  to  you  the  objections  to  a  general  sales 
tax  but  the  public  at  large  is  not  at  all  familiar  with  them  and  the 
ordinary  citizen  has  heard  only  one  side  of  the  matter. 

A  sales  tax  is,  of  course,  a  consumption  tax  and,  as  a  rule,  is 
passed  on  to  the  consumer.  A  general  sales  tax  would,  of  course, 
increase  prices  on  everything,  including  the  necessaries  of  life, 
and  the  smaller  a  man's  income  the  greater  would  be  its  burdens 
upon  him  and  the  greater  the  sacrifice  required  of  him  to  meet  it. 
Such  a  tax  violates  the  principle  that  taxes  should  be  imposed  in 
accordance  with  ability  to  pay.  It  would  inevitably  increase  the 
cost  of  living.  We  have  only  to  look  at  the  commercial  reports  to 
see  that  every  increase  in  the  price  of  necessities,  with  the  pos- 
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sible  exception  of  food,  which  is  an  absolute  necessity,  decreases 
the  demand.  It  is  not  long  since  we  had  a  buyers'  strike,  which 
greatly  injured  business,  and  the  imposition  of  a  general  sales  tax 
would,  in  my  opinion,  injure  not  only  the  citizen  who  is  now 
struggling  to  obtain  the  necessities  of  life  but  also  business  in 
general,  by  lowering  the  demand  for  production. 

A  general  sales  tax  would  also  have  the  effect  of  driving  a  large 
number  of  small  manufacturers  out  of  business.  Take  the  case  of 
steel.  There  is  a  great  corporation  that  mines  the  iron  ore ;  makes 
pig  iron  in  blast  furnaces;  makes  steel  of  the  pig  iron;  makes 
various  incomplete  products  of  the  steel,  and  various  complete 
products  also.  Each  of  these  operations  is  also  carried  on  sep- 
arately by  small  concerns.  A  great  corporation,  under  a  general 
sales  tax,  would  pay  but  one  tax  and  the  smaller  ones  would  have 
to  pay  a  tax  for  each  operation.  The  same  is  true  in  the  cotton 
and  woolen  businesses,  where  there  are  many  different  operations 
carried  on  by  small  concerns,  while  some  large  concerns  combine 
these  operations  under  one  management. 

Besides  this,  in  some  kinds  of  business  the  tax  could  not  be 
passed  on.  It  is  generally  agreed  that  the  farmer  could  not  pass 
the  sales  tax  on,  and  that  the  tax  on  the  sale  of  any  food  product 
would  be  in  effect  a  tax  on  the  producer.  For  this  reason  most  of 
the  later  plans  for  a  general  sales  tax  have  excepted  farm  products 
from  its  operation.  But  there  are  other  ways  in  which  the  same 
difficulty  arises.  On  a  falling  market  it  is  doubtful  whether  the 
tax  could  ever  be  passed  on,  yet  this  is  just  the  time  at  which  it 
should  not  be  borne  by  the  producer.  On  a  rising  market  it  would 
ordinarily  be  passed  on,  just  at  the  time  when  the  consumer  would 
feel  its  effects  most.  It  is  often  said  that  a  sales  tax  is  simple, 
but  those  who  think  so  have  never  tried  to  frame  a  bill  embodying 
such  a  tax  or  care  little  how  much  injustice  and  inequality  might 
result  from  it. 

It  is  said  that  the  sales  tax  has  worked  well  in  Canada  and  is 
satisfactory  there.  It  has  undoubtedly  caused  a  marked  rise  in 
prices  which  has  been  anything  but  satisfactory  to  the  consumer, 
and  is  subject  to  most  of  the  objections  which  have  already  been 
stated.  But  the  Canadian  tax  is  a  restricted  one,  applying  only 
to  wholesalers  and  jobbers.  It  was  found  necessary  to  make  a 
long  list  of  exceptions  of  articles  to  which  it  ought  not  to  apply 
and  even  to  give  the  government  power  to  make  other  exceptions 
at  any  time,  in  case  it  found  that  the  tax  was  working  badly. 
This  we  could  not  do  here,  under  our  Constitution.  There  is,  in 
my  judgment,  no  prospect  of  a  general  sales  tax  being  enacted  by 
Congress,  but  we  already  have  certain  special  taxes  on  sales,  such 
as  the  tax  on  automobiles  and  parts  and  on  jewelry.  We  might 
well  have  more  on  articles  of  luxury  but  it  is  not  likely  that  any 
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large  revenue  could  be  produced  thereby.  We  also  have,  in  the 
last  tariff  law,  what  amounts  to  a  sales  tax,  where  certain  duties 
were  imposed  purely  for  revenue  purposes  and  high  duties  were 
imposed  on  articles  of  luxury.  The  present  tariff  act  will  bring 
into  the  treasury  annually  $250,000,000  more  than  was  returned 
by  the  previous  act  in  any  normal  year. 

There  is  no  doubt  but  that  in  the  next  Congress  there  will  be  a 
strong  movement  to  restore  the  excess  profits  tax,  and  this  move- 
ment has  much  popular  support.  This  popular  support  arises  from 
the  fact  that  an  excess  profits  tax  is  generally  believed  to  be  a  tax 
on  profiteering.  I  assume  that  all  of  you  know  that  it  is  not.  In 
fact,  it  in  no  way  tends  to  discourage  profiteering  and  certainly 
does  not  tend  to  lower  the  price  of  goods.  It  is  often  contended 
that  it  actually  increases  the  price  of  manufactured  articles,  be- 
cause it  is  passed  on  to  the  consumer.  I  never  have  agreed  with 
this  statement.  Before  we  repealed  the  excess  profits  tax  we  first 
modified  it  by  reducing  it  practically  one-half.  The  same  thing 
was  done  in  Great  Britain.  Neither  in  this  country  nor  in  that 
did  any  reduction  in  prices  follow  this  deep  cut  in  the  tax.  On 
the  contrary,  prices,  as  a  rule,  rose  somewhat  thereafter.  My  ob- 
jections to  the  excess  profits  tax  are  based  on  the  fact  that  it 
almost  invariably  worked  out  with  inequality  between  those  upon 
whom  it  was  imposed.  Unquestionably  under  it  the  old  and 
heavily  capitalized  corporations  had  an  advantage  over  the  con- 
cern that  was  conservatively  capitalized,  so  that  in  reality  some 
concerns  which  were  making  the  highest  profits  on  goods  and  re- 
ceiving the  greatest  total  net  income  paid  little  or  no  tax;  while 
some  small  institutions,  with  a  small  capital  in  proportion  to  the 
business  done,  the  greatest  assets  of  which  were  the  energy  and 
capacity  of  the  men  who  managed  and  conducted  it,  paid  an  ex- 
tremely heavy  rate.  Then,  too,  it  encouraged  extravagance  and 
often  discouraged  efficiency.  Immense  sums  were  paid  out  in  ad- 
vertising while  the  law  was  in  force,  on  the  theory  that  the  gov- 
ernment would  take  a  large  amount  of  the  return  in  any  event. 
Efficiency  and  a  low  margin  of  profit  in  many  cases  resulted  in  a 
large  volume  of  trade,  which  in  turn  increased  the  total  profits  on 
the  invested  capital.  If  this  capital  was  comparatively  small  it 
resulted  in  the  corporation  being  penalized  under  this  tax  by 
reason,  not  of  profiteering,  but  because  it  was  efficient  and  sold  its 
goods  at  a  low  profit.  The  excess  profits  tax  was  originally  im- 
posed on  individuals  and  partnerships,  as  well  as  corporations. 
We  found  that  that  worked  out  very  unfairly  and  modified  it  so 
as  to  apply  to  corporations  only.  This  has  also  been  found  to 
work  very  unjustly  in  many  instances,  where  small  corporations 
were  engaged  in  competition  with  an  individual  operating  the 
same  kind  of  business.     The  ultimate  effect  is  to  put  a  double  tax 
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on  incomes,  under  which,  no  matter  how  small  the  income  of  the 
taxpayer  may  be,  he  is  taxed  at  the  same  rate  as  those  having 
greater  incomes.  There  is,  in  fact,  no  way  to  make  the  tax  work 
out  fairly.  Beyond  this  there  is  the  even  stronger  objection  that 
we  do  not  need  any  additional  taxes  and  if  this  tax  were  substi- 
tuted for  some  other  tax  it  would  have  to  be  put  in  the  place  of 
one  which  works  better. 

Several  bills  were  introduced  at  the  last  session  placing  a  tax 
upon  undistributed  profits  of  corporations.  We  have  now,  in  sec- 
tion 220  of  the  revenue  law,  a  provision  to  the  effect  that  where 
profits  are  permitted  to  accumulate  for  the  purpose  of  preventing 
the  imposition  of  the  surtax  upon  stockholders  a  special  tax  of 
25%.  shall  be  levied  on  the  net  income  of  the  corporation,  in  addi- 
tion to  the  other  taxes  provided  by  law.  This  section,  in  much 
the  same  form,  has  been  on  the  statute  books  for  years.  The  diffi- 
culties in  the  way  of  enforcing  it  are  obvious.  So  far  as  I  know 
not  a  cent  of  tax  has  ever  been  collected  under  it  and  I  doubt 
whether  any  ever  will  be.  The  bills  to  which  I  have  referred 
went  much  further,  in  that  the  tax  would,  thereunder,  be  levied 
upon  each  year's  profit  if  it  was  not  distributed.  Some  of  them 
even  made  the  tax  retroactive,  a  proposition  which  I  do  not  think 
needs  consideration. 

The  objection  that  we  do  not  need  any  additional  taxes  may, 
and  probably  will,  be  sufficient  so  far  as  any  action  in  the  imme- 
diate future  is  concerned  in  the  way  of  a  further  tax  on  undis- 
tributed profits. 

The  present  system  of  corporate  taxation  has,  however,  many 
elements  of  injustice  in  it.  It  is  true  that  if  corporations  grow 
and  increase  their  business  they  must  of  necessity  have  more 
capital.  From  this  arises  the  desire  to  increase  the  corporate 
surplus.  But  this  is  no  more  true  of  corporations  than'  it  is  of 
individuals  or  co-partnerships,  both  of  which  are  taxed  on  the 
accumulations  belonging  to  the  individuals  concerned.  Moreover, 
the  present  system  presents  an  easy  way  of  avoiding  taxation.  I 
do  not  know  what  person  has  the  largest  income  among  the  citizens 
of  this  country,  but  it  is  popularly  supposed  to  be  Mr.  Henry  Ford. 
Whether  this  is  so  or  not,  it  is  certain  that  his  income  is  some- 
thing enormous,  and  while  no  one  knows  what  income  tax  he  is 
paying,  except  a  few  who  are  required  by  law  to  keep  the  secret, 
it  is  certain  that  it  cannot  be  at  all  in  proportion  with  his  income. 
The  Ford  Company  is  continually  adding  to  its  investments  by 
buying  coal  mines,  iron  mines,  and  railroads,  erecting  new  fac- 
tories, constructing  more  and  more  of  the  parts  of  the  automobile 
that  has  made  Mr.  Ford  famous.  While  technically  no  income 
has  passed  thereby  to  the  stockholders,  as  a  matter  of  fact  their 
riches  have  increased  to  the  amount  of  these  investments  and  yet 
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they  pay  no  income  tax  thereon.  Besides  this,  it  is  perfectly  easy 
for  any  corporation  to  issue  stock  dividends  and  thereby,  for  all 
practical  purposes,  put  the  surplus  under  the  control  of  the  stock- 
holders in  such  a  manner  that  they  can  use  it  as  they  see  fit.  In 
this  way  an  enormous  amount  of  dividends  has,  in  effect,  been 
distributed  to  the  stockholders,  without  the  payment  of  any  income 
tax.  I  do  not  believe  the  American  people  will  permit  this  state 
of  affairs  to  continue  indefinitely.  At  present  there  is  little  pros- 
pect of  a  change  in  this  respect,  for  the  adoption  of  a  tax  on  un- 
distributed profits  would  render  necessary  sweeping  changes  in 
other  parts  of  the  law.  Also  it  should  be  said  that  there  are  diffi- 
culties in  framing  a  measure  of  this  kind  so  that  it  will  work  out 
fairly,  for  obviously  if  a  profit  were  taxed  in  the  hands  of  the 
corporation,  an  allowance  to  the  same  extent  should  be  made  if  it 
should  subsequently  pass  to  the  stockholders. 

There  is  one  important  change  in  our  revenue  system  that  I 
have  for  some  time  advocated  that  is  well  known  to  you.  I  refer 
to  the  proposition  to  prevent  the  further  issuance  of  tax-exempt 
securities,  which  is  presented  in  the  constitutional  amendment  in- 
troduced by  me  and  which  passed  the  House  at  the  last  session. 
Important  as  this  measure  is,  it  involves  no  change  in  rates  or 
policy,  except  that  rates  might  well  be  reduced  if  the  measure 
becomes  operative.  The  unrestricted  issue  of  tax-exempt  securi- 
ties has  produced  so  many  evils  that  I  shall  not  discuss  them  at 
this  time.  The  committee  which  arranged  the  program  of  this 
conference  has  very  properly  set  aside  for  this  subject  a  special 
time  and  place  for  its  discussion.  It,  however,  will  not  be  inap- 
propriate for  me  to  say  at  this  time  that  nothing  can  be  more 
absurd,  either  logically  or  practically,  than  to  impose  extremely 
high  rates  of  tax  upon  those  who  receive  large  incomes  and  then 
open  wide  the  door  through  which  these  taxes  may  be  avoided 
and  invite  these  persons  to  avail  themselves  of  the  opportunity. 
The  present  system  is  as  impractical  as  it  is  illogical  and  we  are 
gaining  nothing  by  it,  but  on  the  contrary  losing  in  more  ways 
than  one.  I  shall  reintroduce  the  amendment  at  the  next  session. 
but  in  any  event  several  years  must  elapse  before  it  can  be  adopted 
as  a  part  of  the  Constitution.  In  the  meantime  there  are  other 
ways  of  reaching  the  holders  of  tax-exempt  securities,  without  a 
constitutional  amendment.  An  additional  inheritance  tax  can  be 
placed  upon  such  securities  and  the  deductions  allowed  for  the 
purpose  of  reducing  the  income  tax  can  be  denied,  to  the  extent 
of  the  income  from  tax-exempt  securities.  Measures  of  this  kind 
ought,  in  my  opinion,  to  be  adopted.  That,  when  proposed,  they 
will  meet  with  much  opposition  from  those  who  now  oppose  the 
amendment  is  to  be  expected  but  it  will  require  only  a  majority  in 
both  houses  of  Congress  for  their  adoption. 
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The  Budget  Bureau  has  not  yet  published  its  report  and  of 
course  its  recommendations  must  afterwards  be  gone  over  by  the 
Appropriations  Committee  and  finally  be  passed  upon  by  vote  of 
Congress,  I  think,  however,  it  is  safe  to  say  that  the  Budget 
Bureau  will  not  find  it  necessary  to  expend  as  much  in  the  next 
fiscal  year  as  we  are  now  appropriating.  I  also  believe  that  there 
will  not  be  much  difference  in  our  revenues  if  the  same  law  is 
continued  in  force,  and  I  think  the  tendency  will  be  for  the  reve- 
nues to  increase  rather  than  to  diminish  with  the  growth  of  busi- 
ness in  the  country  and  a  gradual  adjustment  of  the  losses  that 
came  in  as  a  result  of  the  period  of  inflation  and  speculation  after 
the  war.  Such  being  the  case,  if  no  new  lines  of  expenditure  are 
entered  upon,  a  surplus  even  larger  than  the  one  that  we  now 
have  may  be  expected.  If  such  a  condition  prevails,  taxes  might 
well  be  reduced  and  I  should  strongly  favor  a  reduction.  We  are 
now  providing  for  the  extinction  of  the  public  debt  through  a 
sinking  fund  and  I  can  see  no  good  reason  why  we  should  materi- 
ally increase  the  amount  thus  allotted.  But  at  this  moment  it 
seems  to  me  too  early  to  determine  with  the  degree  of  certainty 
necessary  for  undertaking  a  revision  downward,  whether  such  a 
revision  can  be  made.  The  incoming  Congress  is  quite  a  different 
body  from  the  one  that  passed  the  present  revenue  law.  We  made 
an  enormous  reduction  in  taxes,  aggregating  about  $818,000,000 
when  we  passed  the  present  law.  This  reduction  was  much  larger 
than  many  thought  ought  to  be  made  at  the  time  it  was  enacted. 
The  present  very  able  Secretary  of  the  Treasury  expressed  his 
doubts  as  to  whether,  under  such  a  program,  the  revenues  would 
be  sufficient,  and  it  will  be  remembered  that  Congress  went  further 
in  this  direction  than  his  recommendations  extended.  There  are 
pending  at  least  two  measures  which  will  be  strongly  urged  in  the 
next  Congress  and  which,  if  adopted,  would  probably  absorb  any 
surplus  that  seems  now  to  be  in  sight.  Moreover,  as  soon  as  we 
undertake  any  revision  that  affects  the  underlying  principles  of 
our  present  system  we  encounter  difficulties  arising  from  the  politi- 
cal situation,  which  are  so  serious  and  substantial  that  I  cannot 
fail  to  mention  them  here,  although  it  would  not  be  proper  to  dis- 
cuss them  if  I  so  desired.  I  can  only  say  that,  much  as  I  would 
wish  to  see  taxes  reduced,  the  outlook  for  such  reduction  is  not  as 
favorable  as  I  would  wish. 

As  before  stated,  a  board  of  treasury  officials  was  appointed  by 
the  Secretary  of  the  Treasury  to  go  over  our  present  revenue  laws 
and  make  recommendations  for  such  changes  as  seemed  to  them 
advisable,  in  the  interest  of  simplicity,  clearness,  expedition  in  de- 
ciding disputed  cases,  and  also  in  the  way  of  preventing  evasions 
of  the  manifest  purpose  and  intent  of  the  law.  This  board  or  com- 
mission has  been  working  all  through  the  long  period  since  the 
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last  session  of  Congress  adjourned  and  will  be  ready  to  make  its 
report  when  Congress  again  convenes.  There  is  nothing  to  pre- 
vent the  Ways  and  Means  Committee  taking  up  these  recommen- 
dations early  in  the  next  session  and  acting  upon  them  with  reason- 
able promptness.  The  Committee  itself  has,  in  the  past,  been 
prompt  and  efficient  in  these  matters  and  there  is  no  reason  to 
anticipate  any  delay  in  its  action.  Revenue  bills  are  privileged  in 
the  House  and  are  usually  disposed  of  promptly.  There  is,  how- 
ever, another  body  which  must  also  act.  So  far  as  I  am  concerned, 
my  best  efforts  will  be  used  to  secure  prompt  action  upon  this 
report. 

There  are  some  methods  of  evading  our  present  income  tax 
which,  in  my  opinion,  merit  special  consideration.  One  of  the 
most  common  methods  of  evading  the  surtaxes  is  by  way  of  gifts 
to  relatives,  under  circumstances  which  leave  the  actual  control 
of  the  property  still  in  the  hands  of  the  donor,  although  the  effect 
of  the  instrument  in  law  is  to  transfer  it  to  the  donee.  In  this 
way  large  estates  are  being  split  up  into  small  units,  which  greatly 
reduces  the  amount  of  the  surtaxes.  Whether  the  surtaxes  are 
reduced  or  not,  evasions  should  not  be  encouraged.  There  ought 
to  be  a  tax  on  gifts  above  a  certain  amount  received  in  the  course 
of  the  taxable  year. 

The  privilege  given  husband  and  wife  of  making  separate  re- 
turns of  their  income  in  certain  cases,  especially  under  the  laws 
of  those  states  in  which  husband  and  wife  have  what  is  called 
community  property,  leads  to  great  abuses  and  manifest  injustice. 
Indeed,  I  know  of  no  cases  arising  under  our  revenue  laws  where 
the  inequalities  are  so  great  and  the  injustice  so  manifest.  Those 
who  are  able,  in  the  present  condition  of  our  laws,  to  take  advan- 
tage of  this  situation  can  hardly  be  blamed  for  so  doing,  but  our 
legislators  will  be  much  at  fault  if  it  is  permitted  to  continue. 
The  public  generally  is  not  aware  of  the  situation.  If  it  were,  I 
think  there  would  be  an  irresistible  demand  for  a  change. 

At  the  last  session  a  bill  was  reported  from  the  Ways  and  Means 
Committee  providing,  in  substance,  that  the  deduction  for  losses 
resulting  from  the  sale  of  capital  assets  should  be  only  12^%  of 
the  capital  net  loss,  to  correspond  to  the  amount  taxable,  in  cases 
of  gains  resulting  from  the  sales  of  such  assets.  The  bill  encoun- 
tered some  opposition  but  there  was  and  can  be  no  good  argument 
against  it.  There  may  be  some  reason  why  we  should  not  con- 
sider, in  estimating  the  income,  either  gains  or  losses  in  the  sale 
of  capital  assets,  but  no  one  can  give  any  reason  why,  if  gains  are 
only  taxed  to  the  extent  of  125^%,  a  similar  provision  should  not 
be  made  with  reference  to  allowances  for  losses.  As  the  law  now 
stands,  the  Treasury,  in  the  language  of  the  Secretary,  is  being 
"  whipsawed,"  because  the  taxpayer  can  refrain  from  realizing 
taxable  gains  but  can  take  deductible  losses. 
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Another  method  of  splitting  up  the  property  of  the  taxpayer  and 
thereby  reducing  the  surtaxes  is  found  through  the  creation  of 
trusts.  This  method  is  too  involved  to  describe  it  here  but  it  is 
probably  well  known  to  you.  Our  revenue  laws  should  be  amended 
so  as  to  render  such  proceedings  of  no  avail. 

It  is  highly  important  that  some  method  should  be  devised  which 
would  hasten  the  determination  of  appeals.  A  court  of  tax  appeals 
has  beeij  suggested,  but  the  plan  has  not  yet  taken  sufficiently  defi- 
nite form  to  make  it  certain  that  the  appeals  would  thereby  be 
expedited.  The  matter  of  the  valuation  of  estates  also  needs 
attention.  It  ought  not  to  be  necessary  to  take  an  appeal  in  those 
cases  to  Washington,  at  least  so  far  as  the  smaller  estates  are  con- 
cerned. There  should  be  either  a  state  board  or  a  board  for  each 
county  appointed  by  the  federal  judges  of  the  state  of  which  the 
deceased  was  a  resident.  Such  board  could  act  quickly  and  its 
decision  would  be  accepted.  As  its  decisions  would  pertain  only 
to  questions  of  fact,  no  conflict  would  arise  over  the  judgments 
rendered  in  different  localities.  The  parties  upon  whom  the  pay- 
ment of  the  tax  devolved  could  afford  to  pay  the  cost  of  such 
proceeding,  in  preference  to  the  present  method. 

There  are  many  other  matters  which  I  should  like  to  mention, 
but  time  forbids.  In  conclusion  it  should  be  noted  that  on  the 
whole  our  national  revenue  system  has  been  highly  successful. 
Through  it  we  have  been  able  to  meet,  without  undue  borrowing, 
the  extraordinary  expenses  of  the  greatest  war  ever  known  and 
also,  to  a  large  extent,  the  expenses  of  our  allies.  Still  more  re- 
markable, we  have  been  able,  in  a  comparatively  short  time  after 
the  war,  to  make  large  reductions  in  our  indebtedness.  At  the 
same  time  our  rate  of  taxation  per  capita  is  much  less  than  that  of 
any  other  great  power  engaged  in  the  war.  Only  one  of  these 
nations  besides  our  own  has  been  able  to  balance  its  budget.  While 
national  taxation  has  been  heavy  it  has  not  seriously  interfered 
with  production  or  the  increase  of  capital.  In  fact,  we  have  been 
able  to  loan  so  much  outside  of  our  own  country  that  we  are  fast 
becoming  the  greajtest  creditor  nation  on  earth, 

I  wish  I  could  say  as  much  with  reference  to  state  and  local 
taxation.  I  am  aware  that  I  am  going  outside  of  my  province,  but 
a  cannot  refrain  from  remarking  that,  under  the  stimulus  given 
by  the  privilege  of  issuing  tax-exempt  bonds,  our  states,  counties, 
and  municipalities  have  indulged  in  an  orgy  of  spending  and  are 
constantly  increasing  their  indebtedness,  forgetting  that  a  payday 
must  come.  Nearly  all  of  them  are  casting  about  for  some  new 
method  of  raising  revenue,  having  exhausted  all  of  the  methods 
heretofore  employed.  Our  federal  treasury  and  revenue  system  is 
in  marked  contrast  with  this  situation.  With  a  surplus  in  sight, 
the  outlook  is  for  a  reduction  in  federal  taxation,  instead  of  an 
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increase,  if  our  expenses  are  not  enlarged.  We  have  every  reason 
to  congratulate  ourselves  upon  the  condition  of  our  treasury  and 
to  believe  that  the  problems  of  national  taxation  which  confront 
us  are  not  so  difficult  but  that  they  can  be  solved. 

Chairman  Leser:  Gentlemen,  if  I  have  been  deemed  qualified 
to  preside  this  morning  because  I  know  so  little  about  federal  tax 
problems,  I  am  all  the  more  qualified  to  preside  because  I  know 
so  much  about  the  speaker  who  will  next  address  you  on  this  im- 
portant and  complex  subject.  I  had  always  been  under  the  im- 
pression that  this  speaker  was  a  native  of  my  own  city  of  Balti- 
more, but  he  refuses  to  go  further  than  to  say  that  he  was  practi- 
cally born  in  Baltimore.     (Laughter) 

I  know  this,  however:  That  he  was  practically  and  actually 
educated  there,  and  that  he  took  his  degree  of  doctor  of  philosophy 
at  the  Johns  Hopkins  University.  I  also  know  that  the  thesis  that 
he  prepared  on  that  occasion  was  on  the  subject  of  the  Maryland 
Tax  System,  and  that  thesis  was  my  inspiration. 

They  soon  recognized  his  value  in  this  field  and  they  have 
dragged  him  all  over  the  United  States,  first  hauling  him  over  to 
St.  Louis  and  setting  him  up  as  Professor  at  the  Washington  Uni- 
versity, and  then  transporting  him  to  Wisconsin  where,  after  a 
brief  period  at  the  University  of  Wisconsin,  he  was  dragooned 
into  a  place  on  the  Wisconsin  State  Tax  Commission,  to  put  into 
force  the  first  successful  state  income  tax  system.  Most  of  us  know 
of  his  record  in  that  position.  We  next  find  him  traveling  by  air- 
plane to  Cornell  University  and  taking  the  post  of  Professor  of 
Economics  there,  but  that  was  not  to  last  long  and  he  ultimately 
found  a  new  haven  at  Yale.     (Laughter) 

Now  we  have  the  extraordinary  experience  at  this  meeting  of 
hearing  a  presidential  address  from  a  man  who  is  not  the  president, 
because  by  a  change  in  the  program,  the  new  president  was  elected 
last  night. 

In  addition  to  the  recognition  that  he  has  received  from  state 
governments,  it  is  not  surprising  that  the  federal  government 
should  have  wished  to  avail  itself  of  his  valuable  services.  Conse- 
quently, the  chairman  of  the  ways  and  means  committee  and  the 
chairman  of  the  senate  finance  committee  have  taken  turns  at  bor- 
rowing him  for  periods  of  from  six  months  to  one  year,  to  go 
down  there  to  Washington  and  help  to  get  them  out  of  the  hole. 

No  one,  I  think  we  shall  all  admit,  is  better  qualified  to  deal 
with  the  theme  announced  in  the  program  under  the  title,  "  Revo- 
lution vs.  Evolution  in  Federal  Tax  Reform,"  and  I  take  the  great- 
est pleasure  in  presenting  Dr.  Thomas  S.  Adams  to  do  that  thing. 
(Applause) 
20 
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EVOLUTION  VS.  REVOLUTION  IN  FEDERAL  TAX 
REFORM 

THOMAS    S.    ADAMS 
Yale  University,  President  National  Tax  Association 

This  paper  is  concerned  wholly  with  the  federal  income  tax.  It 
is  addressed  by  a  friend  of  the  income  tax  primarily,  but  not  solely, 
to  other  friends  of  the  tax — to  those  who  believe  in  the  spirit  and 
purpose  of  the  income  tax  and  who  would  preserve,  protect,  and 
perfect  it.  I  assume  that  we,  the  friends  of  the  income  tax,  are 
most  interested  in  the  real  success  of  the  tax,  rather  than  in  its 
form  and  detail.  We  believe  that  it  has  a  great  and  essential 
function  to  perform.  It  is  entirely  possible  that  we  may  be  wrong 
in  this  belief,  but  about  one  point  we  confidently  believe  that  we 
are  not  wrong;  we  are  confident  that  the  income  tax  has  come  to 
stay  for  fifteen  or  twenty  years  at  least.  It  will  be  with  us  ap- 
proximately for  a  generation. 

As  friends  of  the  income  tax  we  are,  or  should  be,  the  first  to 
realize  its  defects;  the  most  assiduous  in  studying  its  operation  and 
effects;  the  frankest  to  admit  its  shortcomings;  the  most  eager  to 
devise  ways  and  means  to  remedy  those  shortcomings.  And  in 
devising  these  remedies,  we  must  look  to  the  spirit  and  purpose 
of  the  income  tax,  not  to  its  form  and  letter.  If  some  new  income 
tax,  some  modification  of  the  income  tax  as  we  have  known  it  in 
the  past,  will  better  serve  its  essential  purpose,  we  should  be  the 
quickest  to  abandon  old  forms  in  order  to  achieve  more  completely 
and  more  accurately  the  true  object  of  the  tax. 

I.    Spirit  and  Purpose  of  the  Personal  Income  Tax 

What  is  the  essential  spirit  and  purpose  of  the  income  tax?  I 
have  asked  mA^self  a  difficult  question,  but  it  is  one  which  sincere 
thinkers  in  this  field  must  face.  Let  me  answer  it  at  first  by  a 
process  of  exclusion.  It  is  not  a  tax  designed  to  punish  honest 
success.  It  is  not  a  tax  intended  to  harass  or  hamper  or  bedevil 
honest  business,  big  or  little.  It  is  not  based  on  a  feeling  that 
there  are  no  other  sound  or  appropriate  taxes.  These  things  the 
income  tax  is  not.  But  in  my  reading  of  its  spirit  and  purpose, 
the  income  tax  is  principally  this :  a  rather  blind  groping  of  demo- 
cratic peoples  to  reduce  and  relieve  the  striking  inequalities  in  the 
distribution  of  wealth  and  income.  We  live  and  work  under  an 
industrial  and  commercial  system  which  combines  marvelous  pro- 
ductivity with  extreme  concentration  in  the  ownership  and  con- 
trol— particularly  in  the  control — of  wealth.  Politically,  the  major 
forces  at  work  make  for  equality.  Commercially,  the  greater 
forces  make  for  concentration  and  inequality  of  power.     The  two 
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forces  —  democracy  and  capitalism  —  are  irreconcilable,  without 
some  corrective  or  equilibrating  machinery,  such  as  progressive 
taxes.  They  are  the  inevitable  price  which  capitalism  must  pay 
for  the  opportunities  offered  to  it  by  stable  government.  If  they 
fail,  private  business  on  the  capitalistic  basis  will,  in  my  opinion, 
fail.  Beat  them  down  and  you  beat  down  modern  business.  I  be- 
lieve in  the  latter.  It  has  multiplied  industrial  power  fourfold  in 
the  last  sixteen  years  and  has  enormously  increased  the  economic 
product  available  for  consumption.  It  would  be  possible  justly  to 
formulate  a  magnificent  tribute  to  modern  business.  I  would  be 
the  last  to  injure  or  harass  it.  But  I  refuse  to  be  governed  by  it. 
It  must  pay  for  its  opportunities.  The  fortunate,  the  successful, 
the  wealthy,  must  make  special  contributions  to  the  state  under 
which,  and  in  part,  because  of  which,  they  enjoy  success  and 
wealth. 

Such,  roughly,  are  a  few  of  my  reasons  for  the  belief  that  pro- 
gressive income  and  inheritance  taxes  are  here  to  stay  for  fifteen 
or  twenty  years  at  least.  Whether  my  reasons  are  sound  or  not, 
does  not  affect  the  main  argument  of  this  paper,  provided  you  be- 
lieve, for  other  and  perhaps  better  reasons,  that  the  progressive 
income  tax  is  here  to  stay.  You  may  analyze  the  "  whys  "  and 
"  wherefores  "  as  you  like ;  you  may  make  your  own  reading  of 
social  psychology  and  political  tendencies ;  you  may  voice  your 
approval,  your  hearty  condemnation ;  or  you  may  damn  with  faint 
praise.  But  one  principal  thing  you  must  do,  if  you  are  to  discuss 
helpfully  the  reform  of  the  federal  tax  system :  You  must  make 
up  your  mind  on  the  question,  Is  the  progressive  income  tax  here 
to  stay  for  fifteen  or  twenty  years? 

A  federal  tax  system  containing  a  progressive  income  tax  will 
be  an  entirely  different  thing  from  a  federal  tax  system  without  a 
progressive  income  tax.  In  order  to  think  straightly  and  intelli- 
gently, then,  it  is  necessary  for  me  to  say  that  I  am  certain  that  a 
progressive  income  tax  will  be  part  of  the  federal  tax  system  for 
at  least  fifteen  years.  It  is  not  essential  to  the  argument,  but  in 
order  that  I  may  be  lined  up  where  I  belong,  I  desire  to  add  that 
I  think  it  should  be.  A  progressive  income  tax,  or  something 
which  accomplishes  its  essential  aims,  should  remain  part  of  the 
federal  tax  system. 

II.    The  Progressive  Surtax  :  Defects  and  Problems 

So  much  by  way  of  theory  and  introduction.  The  main  purpose 
of  this  paper  is  to  discuss  frankly  the  major  defects  of  the  income 
tax  and  to  draw  from  this  discussion  some  definite  and  practical 
conclusions. 
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1.  Discussion  between  Corporations  and  Partnersnips 

The  most  significant  (although  not  the  most  important)  problem 
of  progressive  income  taxes  is  the  reconciliation  of  the  taxation 
of  corporations  with  that  of  partnerships  and  individuals.  The 
individual  business  man  and  the  member  of  a  partnership  pay  a 
split  normal  tax  of  4  and  8  per  cent,  and  in  addition  surtaxes 
ranging  to  50  per  cent  on  all  income,  whether  spent  or  reinvested 
in  the  business.  The  corporation  pays  a  higher  normal  tax,  of 
I2y2  per  cent,  on  all  income,  and  in  addition  the  stockholders  pay 
surtaxes  on  that  part  of  the  corporation's  income  which  is  dis- 
tributed. Xo  surtaxes  are  paid  on  the  undistributed  profits  of  cor- 
porations. 

This  discrepancy  between  corporate  and  non-corporate  business 
is  doubly  bad.  If  the  stockholders  of  a  corporation  are  people  of 
small  means  they  pay  higher  taxes  for  doing  business  or  investing 
through  the  corporajtion  than  they  would  pay  for  doing  business 
or  investing  through  a  partnership — the  extra  normal  tax  paid  by 
the  corporation  may  more  than  make  up  for  the  avoided  surtaxes 
on  the  undistributed  profits.  But  larger  stockholders,  or  stock- 
holders with  large  incomes,  who  would  be  subject  to  the  high  sur- 
taxes, if  the  corporate  profits  were  distributed,  stand  to  gain  by 
investing  through  the  corporation.  In  consequence,  we  have  all 
sorts  of  proposals  to  lay  additional  tax  on  the  undistributed  profits 
of  corporations. 

This  problem  cannot  be  solved  by  additional  taxes  on  corpora- 
tions. An  additional  tax  of  three  or  four  per  cent  on  corporations 
would  make  the  taxes  on  the  average  stockholder  quite  as  heavy 
as  the  taxes  on  the  average  partner  or  sole  proprietor.  But  the 
problem  cannot  be  solved  by  averages.  Progressive  taxes,  such  as 
we  are  discussing,  must  be  adjusted  to  individual  ability  to  pay. 
The  problem  is  obviously  incapable  of  solution  by  imposing  a  flat 
or  additional  tax  on  corporations. 

Theoretically,  it  would  be  easy  to  solve  this  problem.  Simply 
put  a  tentative  surtax  on  corporations  high  enough  to  make  it  to 
the  interest  of  the  corporation  and  its  stockholders  to  elect  "  volim- 
tarily "  to  pay,  in  lieu  of  this  tentative  surtax,  the  ordinary  or 
regular  surtaxes  on  the  stockholders'  respective  shares  in  the  un- 
distributed profits  of  the  corporation.  In  short,  makes  it  profitable 
for  the  corporation  and  its  stockholders  to  elect  to  pay  taxes  like 
the  partnership  and  its  members. 

This  solution  has  been  proposed  many  times  but  it  is  regularly 
rejected.  This  rejection  is  not  based  on  the  fact  that  the  solutions 
which  I  have  described  would  be  cumbersome  and  would  involve 
a  vast  amount  of  clerical  adjustments  and  refunds.  The  proposal 
has  been  rejected  because  Congress  and  the  people  will  not  face 
the  prospect  of  applying  fifty  per  cent  surtaxes  to  the  great  volume 
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of  savings  effected  every  year  by  the  corporations  of  this  country. 
All  of  this  is  full  of  significance.  I  repeat  this  statement;  We 
reject  an  exact  solution  of  this  problem,  not  because  it  is  admin- 
istratively complicated,  but  because  when  we  face  the  issue  squarely 
we  conclude  that  it  would  be  inadvisable  to  put  a  premium  on  the 
complete  distribution  of  corporate  profits.  We  want  corporations 
to  save,  to  reinvest,  to  plow  back  their  profits  into  the  business. 
We  admit  that  it  would  be  undesirable  to  apply  the  high  surtaxes 
to  the  savings  made  by  corporations.  Saving,  reinvesting  is  benefi- 
cent; it  is  a  renewal  of  the  lifeblood  of  business;  and  that  part  of 
the  business  income  of  the  country  cannot  stand  surtaxes  rising  to 
fifty  per  cent. 

I  do  not  quarrel  with  this  rejection  of  the  proposal  to  treat  cor- 
porations like  partnerships,  but  I  wonder  continually  at  our  con- 
clusion that  what  corporations  cannot  stand,  partnerships,  sole 
proprietors,  and  salaried  men  can  stand.  And  I  "ask  that  the  whole 
analysis  be  carried  to  its  inevitable  conclusion.  That  conclusion 
is  this:  If  corporations  cannot  stand  fifty  per  cent  surtaxes  on  their 
undistributed  profits,  partnerships  and  sole  proprietors  cannot  stand 
fifty  per  cent  surtaxes  on  that  part  of  their  profits  left  in  the  busi- 
ness. Neither  can  other  individuals  stand  fift>''  per  cent  surtaxes 
on  that  part  of  their  incomes  which  they  save  and  invest.  The 
fundamental  lesson  to  be  derived  from  all  this  is  the  thought  that 
income  which  is  saved  and  reinvested  cannot  be  successfully  sub- 
jected to  tax  rates  as  high  as  those  which  can  safely  be  imposed 
on  income  that  is  spent  for  luxuries  and  unnecessary  things. 
People  literally  will  not  take  the  risks  and  hazards  of  business  or 
private  investment  if  the  gains  therefrom  are  to  be  taxed  forty  or 
fifty  per  cent  by  the  federal  government. 

Income  is  not  a  homogeneous  or  single  thing.  That  which  is 
spent  for  absolute  necessities  should  not  be  taxed  at  all ;  that  which 
is  wasted  or  spent  for  luxuries  can  bear  heavy  taxes;  that  which 
is  reinvested  comes  between.  It  can  be  taxed  lightly,  it  cannot  be 
taxed  heavily;  and  the  sooner  this  truth  is  realized,  the  sooner  the 
illnesses  and  weaknesses  of  the  income  tax  will  be  corrected. 

I  shall  return  to  this  subject  again.  But  at  this  point  I  pro- 
pound to  the  friends,  partisans,  and  adherents  of  progressive  in- 
come taxes  this  thesis  for  consideration :  The  present  surtaxes  are 
now  and  have  for  a  long  time  been  successfully  avoided  or  evaded 
in  large  part.  They  will  continue  to  be  avoided  or  evaded,  so 
long  as  we  attempt  to  apply  them  to  income  which  is  saved  or  re- 
invested. It  is  possible  that  the  present  surtaxes  are  too  high  for 
any  purpose.  It  is  almost  demonstrable  that  they  are  too  high  to 
be  applied  to  income  which  the  owner  abstains  from  using  and 
places  at  the  risk  of  business.  They  must  be  radically  reduced, 
either  in  general  or  when  applied  to  income  which  is  saved  and 
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reinvested.  If  we  would  preserve  the  progressive  income  tax  we 
must  exempt  saved  income  in  whole  or  in  part  from  the  surtaxes, 
or  replace  the  surtaxes  upon  income  with  surtaxes  upon  spendings. 
The  so-called  spendings  tax  is  in  my  opinion  a  true  progressive 
income  tax.  It  embodies  the  essence  and  spirit  and  purpose  of 
that  which  we  seek  to  accomplish  in  progressive  income  taxes. 
It  would  realize  the  true  aims  and  objects  of  the  income  tax  move- 
ment better  than  the  present  federal  income  tax  itself. 

2.  The  Tax-Free  Bond  Evil. 

The  preceding  conclusion  that  high  progressive  surtaxes  are  in- 
compatible with  investment  is  strongly  reinforced  by  an  analysis 
of  the  tax-free  bond  evil.  This  question  will  be  discussed  at  an- 
other session  and  I  shall  not  deal  with  it  at  length,  but  I  must  take 
time  to  call  attention  to  this  vital  fact:  The  tax-free  bond  would 
lose  its  most  sinister  aspect  —  its  most  injurious  effects  would  be 
avoided — if  the  surtax  rates  did  not  apply  to  income  saved  for  in- 
vestment. There  is  a  mathematical  and  inherent  inconsistency  be- 
tween the  tax-exempt  bond  and  progressive  rates  applicable  to  in- 
vested income.  This  is  the  inner  core  of  the  tax-exempt  bond 
problem.  Exempt  all  invested  income  from  the  surtaxes,  and  the 
tax-free  bond  would  cease  to  compete  so  disastrously  with  public 
utility  and  industrial  securities.  Abolish  progressive  rating  and  in 
time  the  interest  rates  on  tax-free  bonds  would  come  to  reflect 
accurately  the  loss  in  taxes.  The  public  would  gain  in  reduced 
interest  rates  what  it  would  lose  in  taxes. 

The  proposed  constitutional  amendment  subjecting  future  issu- 
ances of  public  securities  to  federal,  state,  and  local  income  taxes 
is  worth  while  for  other  reasons.  But  we  must  first  face  unwel- 
come facts.  The  probabilities  are  that  no  such  amendment  will  be 
ratified  by  the  requisite  number  of  states  within  the  next  three  or 
four  years.  When  it  is  ratified,  it  will  almost  certainly  apply  only 
to  obligations  issued  after  the  amendment  takes  effect.  Whenever 
it  is  passed,  in  all  probability,  there  will  be  enough  tax-free  bonds 
outstanding  to  give  refuge  to  the  big  incomes  for  fifteen  or  twenty 
years  after  the  amendment  is  ratified.  And  —  irony  of  political 
ironies — thousands  of  the  most  zealous  partisans  of  the  progressive 
income  tax  will  oppose  the  amendment. 

The  other  -suggested  remedies  have  this  evil :  Many  of  them, 
like  the  proposed  amendment,  will  be  found  on  examination,  I 
think,  to  promise  nothing  more  than  partial  or  temporary  relief. 
The  sure  and  lasting  solution  must  satisfy  the  demands  both  of 
theory  and  practice.  It  must  work  and  it  must  pierce  to  the  heart 
of  the  difficulty.  The  heart  of  the  difficulty  is  the  irreconcila- 
bility of  tax-free  bonds  with  progressive  surtaxes  on  invested 
income.     The  true  remedy  is  to  take  the  surtaxes  off  invested  in- 
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come.  And  I  repeat:  The  spirit  and  purpose  of  the  progressive 
income  tax  do  not  require  the  taxation  of  income  which  is  saved 
and  reinvested.  If  a  taxpayer  invests  part  of  his  income,  abstains 
from  spending,  puts  himself  on  the  level  of  men  w^ith  lower  in- 
comes, then  he  should  pay  only  the  tax  applicable  to  the  lower 
class  or  grade  of  income.  Time  is  of  the  essence  of  the  problem. 
Wait  and  see  how  the  investment  turns  out.  The  investor  in  his 
laudable  attempt  to  keep  industry  going,  may  lose  his  investment. 
If  so,  it  would  have  been  unfortunate  to  have  taxed  him  when  the 
income  was  received.  But,  if  in  the  course  of  time,  he  profits  by 
the  investment  and  spends  the  fruits  or  the  principal  thereof,  then 
apply  your  progressive  tax.  Meanwhile  lay  a  suitable  progressive 
tax  on  unnecessary  spending.  When  we  think  of  and  justify  in 
our  minds  high  progressive  taxes,  we  are  thinking  of  swollen  in- 
comes spent  in  unnecessary  or  wasteful  ways. 

3.  Earned  and  Unearned  Income. 

We  return  to  the  same  conclusion  from  an  entirely  different 
standpoint.  There  is  an  almost  universal  feeling  that  the  federal 
income  tax  bears  unfairly  upon  so-called  earned  income  and  dis- 
criminates in  favor  of  so-called  unearned  income.  This  feeling 
(like  many,  if  not  most,  popular  ideas)  is  in  essence  sound,  but, 
like  most  popular  ideas,  it  is  vague  and  lacks  precision.  The 
remedy  usually  suggested  embodies  a  dangerous  half-truth.  The 
popular  remedy  would  penalize  interest  income.  It  would  lay  a 
comparatively  heavy  hand  on  bond  interest,  whether  derived  from 
Liberty  bonds,  tax  exempts,  or  railway  and  industrial  bonds. 

There  is  something  wrong  as  well  as  right  in  such  a  remedy. 
There  are  millions  of  people  for  whom  it  is  almost  as  necessary  to 
save  as  it  is  to  work.  Saving  and  investment  are  not  culpable  or 
even  unnecessary  processes.  They  are  laudable  and  vitally  impor- 
tant. On  the  other  hand,  many  professional  men,  with  large  in- 
comes, spend  their  earnings  in  wasteful  or  even  harmful  ways. 
John  Stuart  Mill  laid  his  hand  on  the  heart  of  this  problem  in  the 
middle  of  the  nineteenth  century.  The  reason  why  earned  income 
in  general,  or  on  the  average,  deserves  more  lenient  treatment  is 
because  the  average  earner  must  save.  The  man  with  only  brains 
or  brawn  must  or  should  lay  up  something  for  his  family.  The 
man  with  large  accumulated  capital  can  afford  to  spend  all  his  in- 
come. The  exact  solution  of  the  problem  is  to  go  easy  on  saved 
income  and  lay  the  heavy  progressive  rates  on  spent  income.  The 
popular  solution  is  illogical  and  inconsistent.  It  will,  if  adopted, 
do  much  harm  along  with  much  good.  The  wage-earner  or  salaried 
man,  who  saves  and  buys  bonds,  is  doing  his  family,  industry,  and 
the  world  a  service.  Why  throw  cold  water  on  the  impulse  to  save  ? 
Why  content  ourselves  with  a  half-truth,  when  the  whole  truth 
offers  solutions  which  are  both  theoretically  and  practically  better? 
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4.  A  Temporary  Commission  to  Investigate  Plans  of  Federal  Tax 
Reform. 

Three  important  defects  of  the  federal  income  tax  have  now- 
been  examined,  and  in  each  instance  the  core  of  the  difficulty  has 
been  found  in  the  application  of  high  progressive  surtaxes  to  in- 
come which  is  saved  or  invested.  What  should  be  done  in  the 
matter — exempt  saved  income  from  the  surtaxes,  or  replace  the 
surtaxes  with  a  progressive  spendings  tax?  We  cannot  safely  or 
fairly  ask  such  action  without  adequate  investigation.  What  we 
can  ask  is  that  friends  of  the  progressive  income  tax  shall  give  to 
this  problem  and  these  suggested  remedies  an  amount  and  kind  of 
attention  which  they  have  not  yet  given  to  the  subject.  We  can 
fairly  ask  serious  study  and  investigation  which  will  bring  these 
proposals  home  to  the  thinking  people  of  the  country.  The  next 
step  is  the  appointment  of  a  joint  congressional  committee,  with 
an  earnest  chairman,  willing  to  work  and  think,  with  an  adequate 
staff  of  investigators  and  assistants,  charged  with  the  duty  of  in- 
vestigating, reporting  upon,  and  giving  widespread  publicity  to  the 
defects  of  the  income  tax  and  the  most  promising  practical  methods 
of  remedying  those  defects.  What  we  need  is  a  temporary  organ- 
ization to  give  continuous  and  earnest  thought  to  a  subject  which 
leads  to  more  irritation  than  to  serious  constructive  thinking. 

III.   The  Normal  and  Corporation  Tax 

The  discussion  up  to  this  point  has  concerned  itself  almost  wholly 
with  the  personal  tax  and  the  progressive  surtaxes.  We  come  now 
to  the  normal  tax,  including  under  that  term  the  corporation  in- 
come tax.  Parenthetically,  I  may  add  at  this  point  that  the  per- 
sonal and  corporation  taxes  are,  for  practical  purposes,  different 
taxes.  Their  object  and  application  are  materially  different  from 
those  of  the  surtaxes,  and  helpful  discussion  of  the  federal  income 
tax  would  be  greatly  facilitated  if  this  truth  were  more  widely 
appreciated.  The  normal-corporation  tax  is  largely,  but  by  no 
means  exclusively,  a  business  tax.  Our  particular  interest  at  this 
point  is  in  the  application  of  the  income  tax  to  business  concerns 
and  activities.  For  brevity  I  shall  sometimes  speak  of  the  normal- 
corporation  income  tax  as  a  business  tax,  although  in  some  of  its 
implications  this  phrase  is  too  narrow. 

The  worst  defects  and  principal  problems  of  the  normal-corpora- 
tion tax  arise  from  the  almost  unbearable  delay  and  uncertainty 
which  have  characterized  its  application  in  recent  years.  I  shall 
not  stop  to  enlarge  upon  the  gravity  of  these  defects.  But  friends 
of  the  income  tax  must  face  and  answer  some  vital  questions  at 
this  point.  Is  there  any  chance  of  getting  an  income  tax  for  which 
we  shall  not  have  to  apologize,  to  extenuate,  and  to  excuse  ?  More 
specifically,  is  there  any  real  chance  of  reducing  the  delay  and  in- 
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ertia  of  the  income  tax  to  reasonable  or  bearable  proportions?  If, 
within  the  next  three  or  four  years,  we  cannot  perfect  the  income 
tax  so  that,  say,  ninet>'  per  cent  of  the  business  concerns  of  the 
country  will  know  within  approximately  ten  per  cent,  what  their 
tax  liability  is,  and  have  that  liability  officially  and  finally  deter- 
mined within,  say,  two  years  after  the  close  of  the  taxable  year, 
the  income  tax  (as  a  business  tax)  is  not  worth  keeping.  It  may 
be  retained,  but  it  ought  not  to  be  retained. 

On  this  question  I  must  confess  that  my  own  mind  is  filled  with 
uncertaint>'.  Obviously,  the  present  administrative  congestion  and 
the  delay  which  accompanies  it  are  in  part  temporary.  They  are 
caused  in  large  part  by  the  abnormal  difficulties  presented  by  the 
excess  profits  tax  and  by  provisions  of  the  law  such  as  those  re- 
lating to  amortization,  inventory  losses,  valuation  for  depletion, 
and  the  like,  which  are  either  temporary  or  which,  once  properly 
settled,  will  not  have  to  be  re-done.  But  this  is  not  the  whole  of 
the  picture.  Some  of  the  most  troublesome  provisions  of  the  law 
(e.  g.,  valuation  for  discoven>--depletion,  inventory  valuations  at 
market,  etc.),  are  recurrent;  while  changes,  both  in  the  law  and 
the  interpretation  of  the  law,  are  constantly  taking  place,  and  more 
may  be  expected  in  the  future.  I  have  watched  for  four  or  five 
years,  hopefully  and  sympathetically,  able  and  zealous  administra- 
tive officers  attempting  to  master  this  colossal  task  of  satisfactorily 
administering  from  Washington  an  income  tax  applicable  to  a 
nation  of  over  one  hundred  million  people.  Despite  my  hopes  and 
predilections,  I  grow  less  hopeful  and  more  pessimistic  about  the 
outcome.  I  still  believe  that  it  is  possible  to  save  the  income  tax 
as  a  business  tax;  to  make  it  reasonably  prompt  and  certain  in  its 
administration.  But  I  feel  no  assurance  that  the  changes  necessary 
to  bring  about  certaint>'  and  promptitude  will  be  made. 

1.  An  Awakening  Necessary. 

About  some  important  aspects  of  the  subject,  however,  I  am 
reasonably  certain.  First  of  all,  the  income  tax  will  be  wholly 
discredited,  left  without  an  unprejudiced  and  open-minded  advo- 
cate, unless  the  friends  of  the  tax  in  Q)ngress,  in  the  Treasury 
Department,  and  among  the  people  waken  to  the  crucial  gravity  of 
the  administrative  problem  involved — the  real  risk  of  failure — and 
become  imbued  with  the  determination  to  put  into  effect  whatever 
measures  may  be  necessary  to  save  the  tax.  Already  the  business 
world  is  disgusted  with  the  income  tax.  This  is  not  one  of  those 
passing  waves  of  irritation  which  from  time  to  time  burst  upon 
good  taxes  when  fairly  administered.  It  is  a  steadily  widening 
conviction  that  the  income  tax  is  too  big  and  too  intricate  to  be 
successfully  handled  by  any  federal  administration.  Among  cer- 
tain ardent  advocates  of  the  income  tax  the  suspicion  is  spreading 
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that  the  administration  of  the  tax  is  being  purposely  bungled  in 
order  to  discredit  it.  They  suspect  administrative  sabotage.  I  do 
not  believe  for  a  moment  in  such  an  idea.  No  one  who  knows 
how  desperately  hard  the  higher  officials  of  the  Treasury  Depart- 
ment have  worked  during  the  past  six  years  to  put  the  war  taxes 
"  over,"  could  seriously  entertain  such  a  suspicion.  But  that  the 
tax  should  be  working  in  such  a  way  as  to  give  ground  to  this 
suspicion  is  a  highly  significant  thing. 

2.  A  Simple  Income  Tax  Impossible. 

In  casting  about  for  remedies,  we  may  as  well  put  aside  as  vain 
the  hope  that  the  tax  can  be  made  really  simple.  No  net  income 
tax,  with  a  substantial  rate,  applicable  to  all  classes  of  business  can 
be  made  simple.  This  is  a  defect,  but  it  is  not  a  fatal  defect. 
The  plumbing,  heating,  lighting,  and  cooking  arrangements  of  our 
homes,  upon  which  our  daily  comfort  depends,  are  not  simple  and 
grow  more  complex  with  the  passage  of  time;  but  we  shall  not 
abandon  them  on  that  account.  Not  one  man  in  twenty-five  who 
drives  an  automobile  understands  the  details  of  its  mechanism,  but 
we  shall  not  replace  the  automobile  because  of  that  fact.  The  in- 
come tax  takes  each  year  roughly  one-eighth  of  the  net  profits  of 
every  corporation  subject  to  it.  It  is  not  too  much  to  ask  that 
every  corporation  shall  keep  one  employee  who  shall  give  to  the 
details  of  the  income  tax  the  same  earnest  study  that  thousands  of 
Americans  freely  give  to  the  technique  and  rules  of  golf  or  bridge. 
No  income  tax  can  be  devised  that  will  not  require  a  little  real 
thought  on  the  part  of  the  taxpayer.  But  it  is  entirely  possible  to 
devise  an  income  tax  which  would  not  require  an  amount  of  time 
and  trouble  on  the  part  of  the  taxpayer  incommensurate  with  the 
importance  of  the  tax,  both  to  the  taxpayer  and  to  the  government. 

3.  Changes  of  Personnel. 

A  large  part  of  the  delay  and  uncertainty  under  discussion  is 
due  to  changes  in  the  decisions  and  rulings,  and  the  latter  are  to  a 
considerable  extent  traceable  to  the  continual  change  of  personnel 
in  the  Bureau  of  Internal  Revenue.  If  time  permitted,  it  would 
be  instructive  to  point  out  the  detailed  ways  in  which  change  of 
personnel  leads  to  change  of  rulings  and  attitudes.  It  breaks  old 
precedents,  upsets  helpful  departmental  traditions,  and  leads  to 
indignant  bewilderment  on  the  part  of  the  taxpayer.  But  we  need 
not  take  the  time ;  it  is  admitted  that  a  skilled  and  reasonabl.v  per- 
manent personnel  is  indispensable  to  the  successful  administration 
of  the  income  tax,  while  it  is  equally  certain  that  the  Bureau  of 
Internal  Revenue  has  been  unable  to  keep  its  most  able  employees 
for  a  reasonable  length  of  time. 

Why  cannot  the  Bureau  keep  its  best  men  ?    Principally  because 
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they  easily  find,  outside  the  government  service,  positions  which 
command  larger  immediate  compensation,  with  greater  hope  for 
the  future.  How  can  the  Bureau  keep  a  larger  proportion  of  the 
best  men  which  it  develops?  Briefly  and  dogmatically;  by  giving 
such  men  the  opportunity  of  real  careers  in  the  federal  tax  ser- 
vice. Is  that  impossible?  If  it  is,  the  evils  which  flow  from  ex- 
cessive turnover  of  personnel  are  incurable,  and  those  evils  are 
so  grave  as  to  make  such  an  answer  dangerously  near  the  conclu- 
sion that  the  federal  government,  because  it  cannot  offer  a  real 
career  to  real  men,  cannot  have  an  income  tax  worth  having. 

But  such  an  answer  is  not  necessary.  If  Congress  would  create 
fifteen  or  twenty  positions  in  the  Bureau  of  Internal  Revenue,  the 
incumbents  of  which  would  be  appointed  on  merit  from  the  ser- 
vice, paid  $12,000  a  year,  and  appointed  for  terms  of  not  less  than 
fifteen  years,  or,  preferably,  during  good  behavior,  the  Bureau 
could  keep  most  of  the  best  talent  which  it  develops.  A  first-class 
tax  man  can  easily  earn  from  $15,000  to  $50,000  a  year  or  more 
in  private  work.  But  if  he  could  be  assured  $12,000  or  $15,000  a 
year  in  the  service,  together  with  assured  permanency  of  tenure, 
he  would  in  most  instances  prefer  to  serve  the  public.  All  this 
would  not  make  necessary  larger  appropriations  for  the  Bureau 
of  Internal  Revenue.  Congress,  on  the  whole,  has  been  generous 
with  the  Bureau.  What  the  Bureau  needs  is  fewer  $2500  men 
and  more  $10,000  or  $12,000  men,  working  with  the  assurance  that 
they  would  not  be  demoted  in  salary  to  make  place  for  some  politi- 
cal favorite  or  to  satisfy  some  influential  critic  who  complained 
because  the  law  was  not  twisted  in  his  favor.  No  position  more 
inevitably  exposes  its  occupant  to  gusts  of  unmerited  criticism  than 
that  of  the  tax  official.  He  needs  protection  of  long  tenure  for 
reasons  quite  as  potent  as  those  which  have  given  such  tenure  to 
the  federal  judges.  And  no  position  of  power  gains  more  from 
permanent  tenure  than  that  of  the  tax  official.  Length  of  service 
gives  him  promptitude  and  consistency  of  decision,  sympathetic 
understanding  of  what  constitutes  justice  and  equality  in  taxation, 
a  judicial  balance  between  the  pressure  of  private  and  public  in- 
terests— in  short,  wisdom.  If  the  federal  government  wants  these 
qualities,  it  must  pay  for  them.  Friends  of  the  income  tax  should 
be  the  readiest  to  pay  the  price  or  to  ask  Congress  to  pay  the  price. 

Specifically,  there  should  be,  say,  ten  of  these  high-salaried  places 
among  the  technical  men  who  decide  questions  of  principle  and 
settle  appeals;  i.  e.,  in  the  office  of  the  Solicitor  and  on  the  Com- 
mittee of  Appeals  and  Review;  five  among  the  administrative  men 
in  the  Unit;  and  at  least  an  equal  number  among  the  revenue 
agents  in  the  field.  And  there  should  be,  say,  fifty  men.  particu- 
larly among  the  revenue  agents,  drawing  from  $5,000  to  $10,000  a 
year.     The  time  should  soon  come  when  a  place  in  the  internal 
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revenue  service  would  be  coveted,  not  as  a  training  school  for 
lucrative  private  employment,  but  as  an  opening  to  an  adequate 
and  important  career  in  the  public  service.  Seasoned  revenue 
agents  should  make  out  the  returns  of  many  business  men  from 
their  books,  thus  completing  the  audit  before  the  return  is  filed. 
At  Washington,  rulings  and  regulations  should  be  made  by  sea- 
soned men,  able  through  long  experience  to  make  sound  decisions 
promptly.  Except  in  extraordinarily  complex  cases,  taxpayers 
should  be  able  to  obtain,  within  a  couple  of  months  at  most, 
authoritative  rulings  upon  bona  fide  questions  which  arise  in  their 
business,  involving  interpretations  of  the  law.  The  first  requisite 
of  a  soimd  tax  is  certainty,  and  the  most  obvious  truth  about  the 
federal  income  tax  is  that  its  administration  is  a  wholesale  job.  It 
can  never  be  successfully  handled  by  the  processes  suited  to  indi- 
vidual lawsuits.  More  celerity  and  less  subtlety  in  reaching  con- 
clusions is  essential.  Old  judges  are  able  to  make  important  de- 
cisions promptly;  old  tax  men  can  decide  important  tax  questions 
promptly  and  do  it  as  well  as  less  experienced  men  who  require 
months  or  years  of  discussion  and  memorandum  writing. 

4.  Secret  Ridings. 

Considerable  uncertainty  is  created  by  the  departmental  practice 
of  keeping  secret  the  rulings  on  some  important  points.  The 
Bureau,  on  the  whole,  has  been  very  generous  in  publishing  its 
decisions,  and  there  can  be  no  objection,  of  course,  to  the  suppres- 
sion of  details  which  would  reveal  the  identity  of  particular  busi- 
ness concerns.  But  there  is  little  or  no  justification  for  the  adop- 
tion of  interpretations  of  the  meaning  of  the  law  which  are  not 
available  to  the  taxpayer,  whether  they  be  for  or  against  him. 
The  department  is  under  the  most  solemn  obligation  to  make  the 
law  as  certain  as  it  can.  The  taxpayer  is  entitled  to  know,  on 
practically  every  point,  what  interpretation  and  attitude  the  de- 
partment thinks  the  law  requires.  To  conceal  the  departmental 
construction  of  the  tax  law  represents  everything  that  good  tax 
administration  should  avoid. 

5.  Prospective  Tax  Liability. 

The  first  duty  of  a  tax  administrator,  in  my  opinion,  is  to  make 
the  tax  law  as  certain  and  plain  as  possible.  So  important  is  this 
consideration  that  I  believe  the  Treasury  Department  should  go  to 
greater  lengths  than  it  has  ever  reached,  in  advising  taxpayers  of 
the  tax  liability  resulting  from  prospective  courses  of  action. 
Business  men  are  entitled  to  know  what  this  course  of  action  or 
that  method  of  organization  will  entail  in  the  matter  of  taxes,  pro- 
vided their  questions  are  bona  fide  and  accompanied  by  a  state- 
ment of  all  the  detail  necessary  to  reach  a  decision.    The  taxpayer 
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is  not  a  potential  felon  who  must,  at  his  own  risk,  stay  within  the 
law.  He  is  a  prospective  debtor  of  the  government,  whose  most 
unequivocal  right  is  to  know  how  much  he  owes  or  how  much  he 
will  owe,  if  he  adopts  a  specified  course  of  action.  Promptitude 
of  decision  is  of  the  essence  of  good  tax  administration.  But  only- 
old  and  seasoned  tax  men  can  make  sound  decisions  with  prompti- 
tude. 

6.  1917  and  igi8  Returns. 

Many  of  the  1917  returns,  and  an  even  larger  number  of  the 
1918  returns,  have  not  yet  been  audited  and  the  tax  liability  de- 
termined. These  returns  hang  like  millstones  around  the  neck  of 
the  administration.  Failure  to  wind  them  up  promptly  is  seriously 
discrediting  both  the  income  tax  and  the  Treasury  Department. 
They  should  be  wound  up  summarily.  If  necessary,  they  should 
be  settled  with  an  axe.  It  is  the  almost  universal  testimony  of 
those  qualified  to  speak  that  taxpayers  were  generous  in  their 
attitudes  toward  the  government  in  these  returns.  Taxpayers 
were  patriotic  during  the  war,  and  patriotism  made  many  of  them 
decide  doubtful  points  against  themselves.  Moreover,  the  laws 
were  new  and  intricate,  and  the  taxpayer  in  many  instances  did 
not  understand,  as  he  now  understands,  how  to  cut  the  corners 
closely  in  his  own  favor.  In  a  large  proportion  (probably  in  a 
large  majority)  of  cases,  prolonged  investigation  simply  results  in 
reducing  the  tax  liability,  and  bringing  to  light  grounds  for  re- 
funds. Mistakes  against  the  government,  in  the  taxpayer's  favor, 
can  for  the  most  part  be  detected  by  brief  study  of  the  returns  or 
high-spot  audit  of  the  taxpayer's  books.  All  these  considerations 
make  doubly  wise,  what  would  still  be  wise  even  though  the  cir- 
cumstances were  different:  a  quick  and  summary  clean-up  of  the 
1917  and  1918  returns. 

Above  all  things.  Congress  should  insist  that  the  existing  statute 
of  limitations  —  five  years  for  returns  under  laws  prior  to  the 
Revenue  Act  of  1921,  and  four  years  thereafter  —  should  be  ac- 
cepted and  administered  in  good  faith.  In  the  past,  arbitrary  as- 
sessments have  been  made  wholesale,  for  the  purpose  of  forcing 
taxpayers  to  grant  waivers.  This  was  not  the  intention  of  Con- 
gress. Congress  meant  that  these  assessments  should  be  made 
and  the  tax  liability  determined  within  the  stipulated  periods  of 
five  and  four  years  respectively.  The  periods  themselves  are 
ample.  The  department  cannot  expect  taxpayers  to  obey  the  law 
in  good  faith  if  the  department  itself  sets  the  opposite  example. 
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IV.   Recapitulation 

The  beginning  of  wisdom  in  this  connection  is  a  realization  of 
the  truth  that  the  surtax  (based  upon  personal  ability  to  pay)  and 
the  normal-corporation  tax  (applicable  particularly  to  business  or 
to  income  where  it  is  earned)  are,  both  in  purpose  and  in  opera- 
tion, materially  different  taxes. 

Taking  up  the  surtaxes  first,  we  find  that  the  principal  weak- 
nesses or  defects  are  traceable  to  the  attempt  to  apply  high  sur- 
taxes to  income  which  is  saved  or  invested.  The  apparent  remedy 
would  lie  in  abolishing  or  reducing  the  surtaxes  applicable  to 
saved  and  invested  income.  But  the  average  friend  of  the  income 
tax  rebels.  "Take  the  man  with  a  million-dollar  income,"  he  says, 
"  who  spends  a  hundred  thousand  and  saves  nine  hundred  thousand 
dollars.  Is  it  fair  or  expedient  to  exempt  this  nine  hundred  thou- 
sand dollars  from  the  tax?"  In  the  brief  time  at  my  disposal,  I 
must  give  a  personal  answer:  After  much  thought  and  reflection, 
in  my  opinion  it  would  be  both  fair  and  expedient  to  exempt  the 
$900,000  from  the  surtaxes  (leaving  the  amount  subject  to  the 
normal  tax  or  some  equivalent  tax).  This  conclusion  is  clinched 
by  the  fact  that  we  are  not  now  successfully  collecting  the  surtaxes 
which  we  attempt  to  impose  upon  both  saved  and  spent  income; 
and  it  is  highly  probable  that  within  a  few  years  the  present  sur- 
tax rates  applicable  to  personal  spendings  would  yield  more  than 
the  present  surtax  rates  applicable  to  taxable  net  income.  But  the 
friend  of  the  income  tax  still  persists.  "  Fill  the  holes  in  the 
present  income  tax,"  he  says.  Here  again  I  must  answer  person- 
ally: The  more  I  investigate  the  subject,  the  less  certain  I  am 
that  these  holes,  even  in  theory,  can  be  filled ;  and  the  more  certain 
I  become  that  they  will  not,  in  fact,  be  filled.  The  hole  repre- 
sented by  the  tax-exempt  bond;  that  arising  from  the  possibility 
of  investing  through  the  corporation  and  having  the  latter  do  your 
saving  for  you;  the  hole  represented  by  investments  in  foreign 
countries,  the  earnings  of  which  are  re-invested  there  —  is  there 
any  real  probability  that  these  holes  will  be  stopped  ? 

It  is  not  to  be  expected  that  conclusions  of  this  type  will  be 
readily  accepted  by  friends  of  the  income  tax.  What  can  be 
asked,  however,  is  that  a  temporary  commission  shall  be  appointed, 
containing  representatives  of  labor  and  agriculture  as  well  as  big 
business,  tax  experts,  and  Congress,  who  could  give  the  defects  of 
the  income  tax,  the  possibility  of  filling  the  holes  in  the  tax,  and 
the  remedy  for  its  gravest  defects,  thorough  and  prolonged  inves- 
tigation— which,  for  the  most  part,  these  subjects  have  never  had — 
by  the  people  most  nearly  in  a  position  to  shape  the  tax. 

Coming  to  the  normal-corporation  tax  and  the  delay  and  uncer- 
tainty which  characterize   its  operation,   we  need  first  of   all  an 
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awakening  to  the  fact  that  the  income  tax  is  degenerating  and 
will  be  hopelessly  discredited,  unless  heroic  efforts  are  taken  at 
once  to  save  it.  Among  the  specific  remedies  which,  in  my  judg- 
ment, should  be  applied  are  a  clean-up  commission  to  settle  sum- 
marily the  1917  and  1918  cases;  abandonment  of  arbitrary  assess- 
ments imposed  for  the  purpose  of  securing  waivers,  in  order  to 
avoid  the  statute  of  limitations;  abandonment  of  the  secret  ruling 
or  interpretation  of  the  law;  a  greater  realization  that  it  is  the 
first  duty  of  the  administration  in  every  possible  way  to  give  cer- 
tainty to  the  taxpayer  as  to  his  liabilities  and  privileges  under  the 
law;  and  most  of  all,  whatever  measures  may  be  necessary  to  hold 
in  the  service  the  best  talent  developed  by  the  service.  There 
should  be  in  particular  a  comparatively  large  group  of  high- 
salaried  men,  appointed  for  very  long  terms,  or  substantially  for 
life.  A  portion  of  these  men  should  serve  as  a  court  or  board  of 
appeal,  but  a  considerable  number  should  be  scattered  among  the 
administrative  offices. 

These,  or  equally  drastic  measures  must  be  taken,  or  one  of  two 
results  will  almost  surely  happen:  either  there  will  be  a  revolution 
among  the  taxpayers  of  the  country  and  the  income  tax  smashed, 
or  the  income  tax  will  degenerate  to  the  level  of  the  general  prop- 
erty tax.  It  will  become,  as  that  tax  became  for  decades  in  many 
parts  of  the  country,  a  hypocritical  pretence,  a  source  of  whole- 
sale law-breaking  and  chronic  inequality,  a  byword  for  inefficiency 
and  injustice. 

I  see  no  other  alternatives.  We  must  decide  between  vigorous, 
courageous  evolution,  based  upon  careful  analysis  of  experience 
and  hard-headed  judgment  of  what  is  practical;  between  orderly 
evolution  on  the  one  hand,  and  on  the  other,  either  revolution  or 
degeneracy.  Friends  of  the  income  tax,  make  your  choice;  the 
one  unpardonable  thing  at  this  stage  is  to  drift  and  do  nothing. 

Mr.  H.  S.  Van  Alstine:  Mr.  Chairman,  I  should  like  to  offer 
a  resolution. 

Mr.  Van  Alstine  presented  the  resolution  asking  the  President 
of  the  conference  to  name  a  committee  of  three  to  prepare,  in 
suitable  form  for  use  in  public  schools,  a  brief  statement  of  the 
principles  governing  the  science  of  taxation  and  to  report  the  same 
to  the  next  conference  for  consideration,  and  when  approved  and 
adopted  to  be  recommended  to  the  school  authorities  of  the  several 
states,  for  use  as  a  textbook. 

Chairman  Leser:  Under  the  rules,  the  resolution  will  be  re- 
ferred to  the  committee  on  resolutions. 

Mr.  Van  Alstine:  Mr.  President,  I  have  another  resolution 
which  I  should  like  to  present. 
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Mr.  Van  Alstine  read  a  resolution  ending  as  follows: 

"Therefore,  be  it  Resolved  that  we  are  opposed  to  paternal- 
ism in  government  and  hold  that  public  expenditures  should 
be  strictly  limited  to  the  ordinary  processes  of  government 
and  to  such  other  activities  only  as  experience  has  shown  to 
be  necessar}'  for  community  welfare  and  will  thereby  return  a 
larger  community  benefit  than  could  be  otherwise  received; 
that  we  ask  our  legislative  bodies  to  preserve  to  ourselves  and 
our  posterity  the  personal  rights  and  liberties  that  were  our 
heritage." 

Chairman  Leser:  That  resolution  will  also  be  referred  to  the 
resolutions  committee. 

Now,  gentlemen,  Dr.  Adams  seems  to  have  had  a  rod  for  the 
politician  and  a  club  for  the  golf  enthusiast,  but  it  will  be  some 
consolation  to  a  few  of  you  to  know  that,  under  certain  conditions, 
he  has  been  sold  for  the  sales  tax.     (Laughter) 

There  may  be  others  in  this  audience  who  want  to  apply  the 
hammer  or  take  up  the  threads  where  he  has  left  them.  The  meet- 
ing is  now  open  for  general  discussion. 

Captain  White:  Mr.  Chairman,  we  are  all  expected  to  have 
our  picture  taken,  and  as  it  is  pretty  near  the  time  for  us  to  ad- 
journ for  luncheon,  I  move  that  we  now  adjourn. 

Adjournment 
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Chairman  Adams:  I  have  asked  Mr.  Hugh  Satterlee,  whom 
most  of  you  know  as  the  draftsman  and  co-author  of  Regulations 
45,  to  preside  this  afternoon.     Mr.  Satterlee ! 

Chairman  Satterlee:  Our  first  speaker  is,  so  far,  absent,  and 
most  of  the  gathering  as  well,  but  I  assimie  they  will  be  here  in  a 
few  minutes.  I  was  told  to  saj-  something  to  fill  in  the  gap  until 
they  arrived,  but  I  really  haven't  an}thing  to  say,  being  so  far 
overcome  with  what  Dr.  Adams  said.  I  certainly  cannot  begin  to 
introduce  Mr.  Brewster  until  he  arrives. 

I  suppose  Dr.  Adams  selected  me  to  act  as  chairman  of  the 
meeting  this  afternoon  because,  although  I  undoubtedly  know  less 
about  federal  taxation  than  Judge  Leser,  I  am  not  so  frank,  and 
probably  Judge  Leser's  frankness  was  a  trifle  disconcerting.  There 
is  a  possible  reason,  however,  for  my  acting  in  this  capacity  this 
afternoon  in  that  both  of  the  speakers  of  the  afternoon  happen  to 
be  graduates  of  the  Harvard  Law  School,  of  which  I  am  also  a 
graduate.  I  have  forgotten  what  Mr.  Brewster's  class  was  —  he 
tells  me  his  class  was  1911;  IMr.  Mills  was  in  the  same  class  with 
me— 1907. 

The  first  speaker  of  this  afternoon  is  a  gentlemari  who.  as  I 
have  said,  is  a  graduate  of  the  Harvard  Law  School,  has  practiced 
law,  and  some  months  ago  was  drafted  into  the  service  at  Wash- 
ington and  appointed  chairman  of  the  Committee  on  Appeals  and 
Review,  which,  as  you  all  know,  is  practically  an  appellate  court 
within  the  internal  revenue  bureau  of  the  treasury  department. 
Mr.  Brewster  has  already  done  a  splendid  work,  to  an  extent  re- 
organizing that  committee,  so  far  as  it  needed  it.  and  although  his 
experience  is  not  so  extensive  in  that  position  as  it  will  be  after 
another  year  or  so,  he  has  already  had  probably  much  more  experi- 
ence than  he  can  tell  us  about  in  the  course  of  one  afternoon. 

At  any  rate,  he  is  peculiarly  fitted  and  peculiarly  able,  both  from 
training  and  experience,  to  give  us  an  idea  of  the  practical  and 
theoretical  functions  of  the  Committee  on  Appeals  and  Review  of 
the  internal  revenue  bureau  and  other  machinery  of  the  bureau. 

I  take  great  pleasure,  therefore,  in  introducing  to  you  Mr. 
Kingman  Brewster.     (Applause) 

21  (321) 
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Mr.  Kingman  Brewster  :  Mr.  Chairman  and  Gentlemen :  I 
desire  first  of  all,  of  course,  to  express  to  you  my  appreciation  of 
your  courteous  invitation  to  take  part  in  your  conference.  In 
doing  so,  however,  I  feel  that  I  ought  to  also  say  that  I  have  a 
slight  sense  of  embarrassment,  perhaps  by  reason  of  the  fact  that 
Judge  Moss,  the  assistant  secretary  of  the  treasury,  who  originally, 
I  believe,  was  to  be  on  your  program,  was  unable  to  be  here  and 
that  therefore  you  may  possibly,  under  some  misapprehension, 
have  assumed  that  I  am  here  in  the  capacity  of  a  representative  of 
the  treasury  department.     That  is  hardly  correct. 

I  want  to  speak  to  you  very  briefly  this  afternoon  about  a  subject 
which,  of  course,  is  extremely  interesting  to  me  and  one  which 
carries  along  with  it  a  great  many  difficult  problems  and  consider- 
able responsibility,  but  to  do  so  entirely  in  an  unofficial  capacity. 
Therefore,  any  remarks  that  I  make  here  today  are  in  no  way 
binding  upon  the  bureau  of  internal  revenue  or  the  treasury  de- 
partment. They  are,  on  the  other  hand,  merely  the  expression  by 
one  member  of  your  association  to  another,  out  of  an  experience 
which  it  has  been  my  privilege  to  have  for  the  last  year,  of  some 
practical  conclusions  as  to  the  "  Practice  and  Procedure  before 
the  Bureau  of  Internal  Revenue  Committee  on  Appeals."  I  am 
going  to  read  my  remarks  for  the  most  part  in  order  to  save  time, 
and  they  are  as  follows : 

PROCEDURE  AND  PRACTICE  ON  APPEAL  FROM  THE 
ACTION  OF  THE  INCOME  TAX  UNIT 

KINGMAN    BREWSTER 

Chairman  of  the  Committee  on  Appeals  and  Review, 

Bureau  of  Internal  Revenue 

To  the  casual  practitioner  before  the  Bureau  of  Internal  Reve- 
nue it  is  apparent  that  there  exists  considerable  confusion  and 
uncertainty  as  to  the  practice  and  procedure  on  appeal  from  the 
action  of  the  Income  Tax  Unit  of  the  bureau.  The  more  frequent 
resort  by  the  taxpayer  to  the  jurisdiction  of  the  Committee  on 
Appeals  and  Review  has  made  evident  the  advisability  of  a  defi- 
nite and  simplified  procedure  m  disposing  of  appealed  cases. 
However,  to  the  practitioner  generally  accustomed  to  contesting 
federal  tax  issues  it  is  assumed,  of  course,  that  these  matters  will 
not  be  of  the  same  interest. 

It  is  proposed,  herein,  to  set  forth  briefly  in  a  discussion  of  the 
operations  of  the  Committee  on  Appeals  and  Review,  a  general 
reference  to  the  historical  background  involved,  and  the  matter 
suggested  in  answer  to  the  following  inquiries: 
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(a)  Who  can  take  appeals  from  the  decisions  of  the  Income 
Tax  Unit  ? 

(b)  When  can  such  appeals  be  made? 

(c)  How  are  such  appeals  to  be  perfected,  and 

(d)  How  are  appealed  cases  disposed  of,  with  a  consideration  of 
the  taxpayer's  rights  after  appeal,  i.  e.,  after  its  determi- 
nation. 

By  the  act  of  September  2,  1789,^  the  first  Congress  established 
a  "  Department  of  Treasury  "  in  which  there  should  be  a  "  Secre- 
tary of  Treasury,  to  be  deemed  the  head  of  the  department." 
Among  other  duties,  the  secretary  was  charged  with  preparing 
plans  for  the  management  of  the  revenue;  preparing  and  report- 
ing estimates  of  the  public  revenue  and  the  superintending  and 
collection  of  the  same.  From  the  creation  of  the  office  of  secre- 
tary until  the  passage  of  the  act  of  1862,  the  secretary  directly 
administered  the  internal  revenue  taxes.  The  organic  act  estab- 
lishing the  treasury  department  provided  for  one  assistant  secre- 
tary, which  number  has  been  gradually  increased  until  at  the 
present  time  there  are  three  assistant  secretaries,  the  duties  of 
one  of  which,  in  part,  is  the  supervision  of  the  operations  of  the 
Bureau  of  Internal  Revenue. 

The  present  federal  internal  revenue  system  originated  in  the 
extraordinary  session  of  Congress,  which  assembled  on  July  4, 
1861.  Responsibility  for  the  administration  of  the  act  of  August 
5,  1861,  was  placed  directly  upon  the  Secretary  of  the  Treasury. 
This  legislation  was  closely  followed  by  the  act  of  July  1,  1862, 
which  created  the  office  of  the  Commissioner  of  Internal  Revenue 
and  established  an  elaborate  system  of  internal  revenue  taxation. 

The  Commissioner  of  Internal  Revenue  is  appointed  by  the 
President,  by  and  with  the  advice  and  consent  of  the  Senate. - 
Under  the  direction  of  the  Secretary  of  the  Treasury,  he  has  gen- 
eral supervision  of  the  assessment  and  collection  of  all  duties  and 
taxes  imposed  by  law  for  providing  internal  revenue.  The  orig- 
inal authority  and  duties  of  the  commissioner,  as  prescribed  by 
the  act  of  1862,^  did  not  provide  for  assessments  to  be  determined 
by  the  commissioner.  This  was  not  done  until  the  act  of  Decem- 
ber 24,  1872. 

While  it  is  true  that  the  Secretary  of  the  Treasury  is  given 
power  to  mitigate  and  remit  penalties;  to  compromise,  under  given 
circumstances,  claims  for  taxes,  and,  by  special  statutory  power, 
the  duty  of  approving  the  regulations  of  the  bureau,  and  although, 
for  general  administrative  purposes,  the  Bureau  of  Internal  Reve- 

1  Sec.  233  R-  S. 

2  Sec.  319  R.  S. 

3  Chap.  162,  Section  25. 
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nue  is  placed  under  the  Treasury  Department,  the  Secretary  of 
the  Treasury  has  no  authority  over  the  commissioner,  with  respect 
to  the  latter's  duty  in  the  assessment  of  taxes.  In  this  regard  the 
-commissioner's  present  authority  is  paramount  and  he  has  no 
superior  in  respect  to  the  assessment  of  internal  revenue  taxes.* 
It  may  be  that  some  limitation  upon  this  power  was  indirectly 
effected  by  certain  provisions  of  ''  The  Budget  and  Accounting 
Act  of  1921."  5 

While  it  is  generally  considered  that  the  duties  of  executive 
departments  are  ministerial  rather  than  judicial,*^  it  has  been  held 
that  the  authority  confined  to  the  assessor  in  making  assessments 
is  in  its  nature  judicial  and  not  ministerial,'  and  that  in  making 
an  assessment  officers  act  in  a  quasi-judicial  capacity,  the  pre- 
sumption being  that  they  proceed  regularly.^ 

The  Commissioner  of  Internal  Revenue,  therefore,  in  determin- 
ing the  tax  for  the  purpose  of  assessment,  acts  in  a  quasi-judicial 
capacity  as  a  court  of  last  resort  so  far  as  the  bureau  is  concerned. 
Obviously,  the  exercise  of  such  a  capacity  requires  careful  inves- 
tigation, consideration  of  arguments  and  evidence  submitted  with 
each  respective  case,  and  the  rendering  of  a  decision  thereon.  It 
is  this  quasi-judicial  function,  delegated  from  time  to  time  to  a 
committee   appointed  by  and  responsible   to  the  Commissioner   of 

4  Sec.  221  R.  S.,  Sec.  3182,  Act  of  February  24,  1919. 

^  Sec.  305  of  said  Act  amended  Sec.  236  of  the  Revised  Statutes  to  read 
as  follows :  "All  claims  and  demands  whatever  by  the  Government  of  the 
United  States  or  against  it,  and  all  accounts  whatever  in  which  the  Govern- 
ment of  the  United  States  is  concerned,  either  as  debtor  or  creditor,  shall 
be  settled  and  adjusted  in  the  general  accounting  office."  Prior  to  this 
amendment,  R.  S.  236  provided  that  all  such  claims  or  accounts  "  shall  be 
settled  and  adjusted  in  the  Department  of  the  Treasury."  Sec.  301  of  the 
Budget  and  Accounting  Act  provides :  "  There  is  created  an  establishment 
of  the  Government  to  be  known  as  the  general  accounting  office,  which 
shall  be  independent  of  the  executive  departments  and  under  the  control 
and  direction  of  the  comptroller  general  of  the  United  States."  It  is  en- 
tirely probable  that  Sec.  1313  of  the  Revenue  Act  of  1921  was  deemed  neces- 
sary by  reason  of  the  sweeping  language,  above  referred  to,  in  the  Budget 
Act  of  1921.  In  any  event  it  is  now  expressly  provided  by  Section  1313  of 
this  revenue  act  that  in  the  absence  of  fraud  or  mistake  in  mathematical 
calculation,  the  decision  of  the  Commissioner  (or  in  case  the  Secretary  is 
authorized  to  approve  the  same,  then  after  such  approval)  upon  the  merits 
of  any  claim  presented  under  or  authorized  by  the  internal  revenue  laws, 
shall  not  be  subject  to  review  by  any  other  administrative  officer,  employee, 
or  agent  of  the  United  States. 

^  10  Op.  Atty.  Gen.,  62. 

7  U.  S.  V.  Hodson,  Federal  Cases  No.  15,376. 

8  Western  Express  Co.  v.  U.  S.  (1905),  141  Fed.,  28  T.  D.  965. 
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Internal  Revenue,  that  constitutes  the  work  of  the  present  Com- 
mittee on  Appeals  and  Review. 

The  committee's  histor\-,  of  course,  includes  but  a  brief  period. 
To  assist  in  analyzing  and  interpreting  the  complex  income  and 
profits  tax  provisions  of  the  1917  revenue  law,  the  Secretary  of 
the  Treasury  authorized  the  appointment  of  a  group  of  represen- 
tative business  and  professional  men,  known  as  the  "Excess  Profits 
Tax  Advisors."  At  a  later  period  certain  members  of  this  group, 
supplemented  by  accountants  and  auditors,  were  organized  into  a 
special  unit  known  as  the  "  Excess  Profits  Tax  Reviewers," 
charged  with  the  duty  of  auditing  certain  classes  of  particularly 
difficult  returns  and  deciding  certain  classes  of  appeals  required  to 
be  expedited.  This  special  administrative  unit  was  charged  with 
the  responsibility  of  auditing  immediately,  returns  filed  under  sec- 
tions 209  and  210  of  the  Revenue  Act  of  1917,  in  order  that  the 
true  amount  of  tax  might  be  determined,  if  practicable,  after  re- 
turns were  filed,  and  before  the  final  date  fixed  by  law  for  assess- 
ment and  collection.^ 

The  Revenue  Act  of  1918  contained  the  first  statutory  provision 
for  the  creation  of  an  "'Advisory  Tax  Board,"  to  consist  of  not 
more  than  six  members,  to  be  appointed  by  the  Commissioner  of 
Internal  Revenue,  with  the  approval  of  the  Secretary  of  the 
Treasury.  The  life  of  this  board  was  limited  by  statute  to  two 
years,  or  earlier  determination  at  any  time  by  the  commissioner, 
with  the  approval  of  the  Secretary  of  the  Treasury. 

Section  1301  (d)  (1)  of  this  act  provided,  inter  alia,  that 

"  The  Commissioner  may.  and  on  the  request  of  any  tax- 
payer directly  interested  shall,  submit  to  the  Board  any  ques- 
tion relating  to  the  interpretation  or  administration  of  the  in- 
come, war  profits  or  excess  profits  tax  laws." 

Article  1701  and  1702  of  Regulations  45  ^^  established  a  pro- 
cedure for  the  board.  The  work  handled  by  it  consisted  largely 
of  matters  submitted  by  the  commissioner  on  his  own  initiative 
and  those  submitted  at  the  request  of  the  taxpayer  directly  inter- 
ested. As  a  condition  precedent  to  the  submission  of  the  second 
class  of  cases,  it  was  required  that  a  decision  be  rendered  by  the 
Income  Tax  Unit  of  the  bureau,  before  appeal  could  be  had,  and 
evidence  submitted  to  the  board  must  first  have  been  submitted  to 
the  Income  Tax  Unit.  Within  thirty  days  after  notification  of  a 
decision  by  the  unit,  the  taxpayer  might  request  a  written  decision 
of  the  Advisory  Tax  Board.  Oral  presentation  of  the  case  was 
also  allowed. 

The  Advisory  Tax  Board  was  organized  March   13.   1919,  and 

^  Commissioner's  Annual  Reports,   1918,  p.   12;    1919,  p.    12. 
^^  First  edition. 
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functioned  until  October  1st,  of  the  same  year,  when  it  was  dis- 
solved by  order  of  the  commissioner.  It  assisted  in  interpreting 
the  provisions  of  the  Revenue  Act  of  1918,  in  the  same  manner  as 
the  Excess  Profits  Tax  Advisors  and  Reviewers  had  done  in  con- 
nection with  the  Revenue  Act  of  1917.  In  addition  to  interpreting 
sections  relating  to  reorganizations,  net  losses,  amortization,  inven- 
tory losses  and  like  questions,  the  board  held  many  hearings,  made 
special  investigations  on  reference  by  the  commissioner,  and  on 
appeal  by  taxpayers. 

On  October  1,  1919,  there  was  created  from  the  bureau's  per- 
sonnel an  organization  to  which  cases  might  be  appealed,  known 
as  the  Committee  on  Appeals  and  Review,  which  is  the  committee 
now  in  existence.  This  committee  was  entirely  independent  of  the 
Income  Tax  Unit  and  was  responsible  only  to  the  commissioner. 
After  hearings,  conclusions  of  individual  members  of  the  com- 
mittee were  formulated  and  reduced  to  writing  and  submitted  to  a 
conference  of  the  entire  committee,  the  final  conclusion  o"f  which 
was  submitted  to  the  commissioner  in  the  form  of  a  recommenda- 
tion. Such  recommendations  of  the  committee,  when  approved  by 
the  commissioner,  were  accepted  by  the  Income  Tax  Unit  as  the 
conclusions  of  the  bureau  and  acted  upon  accordingly. 

Section  250  (d)  of  the  Revenue  Act  of  1921  contains,  in  part, 
the  following  provision,  prescribing  the  right  of  appeal  to  the 
commissioner : 

"  .  .  .  If  upon  examination  of  a  return  made  under  the 
Revenue  Act  of  1916,  the  Revenue  Act  of  1917,  the  Revenue 
Act  of  1918,  or  this  Act,  a  tax  or  a  deficiency  in  tax  is  dis- 
covered, the  taxpayer  shall  be  notified  thereof  and  given  a 
period  of  not  less  than  thirty  days  after  such  notice  is  sent  by 
registered  mail  in  which  to  file  an  appeal  and  show  cause  or 
reason  why  the  tax  or  deficiency  should  not  be  paid.  Oppor- 
tunity for  hearing  shall  be  granted  and  a  final  decision  thereon 
shall  be  made  as  quickly  as  practicable.  Any  tax  or  deficiency 
in  tax  then  determined  to  be  due  shall  be  assessed  and  paid, 
together  with  the  penalty  and  interest,  if  any,  applicable 
thereto,  within  ten  days  after  notice  and  demand  by  the  col- 
lector as  hereinafter  provided,  and  in  such  cases  no  claim  in 
abatement  of  the  amount  so  assessed  shall  be  entertained: 
Provided,  That  in  cases  where  the  Commissioner  believes  that 
the  collection  of  the  amount  due  will  be  jeopardized  by  such 
delay  he  may  make  the  assessment  without  giving  such  notice 
or  awaiting  the  conclusion  of  such  hearing." 

Treasury  Decision  3269,  issued  under  date  of  January  5,  1922, 
and  Article  1006  of  Regulations  62,  issued  under  date  of  February 
15,  1922,  prescribed  the  early  methods  of  procedure  under  section 
250  (d)  for  taxpayers  appealing  from  decisions  of  the  Income  Tax 
Unit.    Article  1006  was  in  turn  amended  bv  T.  D.  3409  under  date 
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of  November  13,  1922,  and  again  by  T.  D.  3492  on  August  16,  1923, 
the  latter  of  which  prescribes  the  present  procedure. 

Accordingly,  it  will  be  seen  from  the  above,  that  from  an  organ- 
ization of  five  men,  constituting  the  Advisory  Tax  Board,  acting  in 
an  advisory  capacity  to  the  commissioner,  there  has  been  developed 
within  the  past  five  years  a  Committee  on  Appeals  and  Review, 
consisting  of  twenty  members,  operating  as  six  sub-committees  of 
three  members  each,^i  which,  in  turn,  act  as  complete  appellate 
bodies,  reporting  through  the  chairman  to  the  commissioner,  and 
one  of  which  sub-committees  at  present  performs  its  duties  in  the 
field. 

It  should  be  noted  that  section  250  (d)  of  the  Revenue  Act  of 
1921  provides  for  an  appeal  to  the  commissioner,  at  whose  discre- 
tion the  appeal  may,  in  turn,  be  referred  to  one  or  more  regular 
or  special  bodies  acting  on  his  behalf.  Illustrative  of  the  exercise 
of  this  discretion  there  now  exists  a  special  committee  of  four  men, 
constituted  for  the  purpose  of  hearing  appeals  involving  taxes  of 
less  than  $2,500  in  amount.  Moreover,  many  appeals  from  the 
personal  audit  division  are  disposed  of  by  special  assistants  in  the 
commissioner's  office,  who,  in  turn,  may,  at  his  direction,  call  upon 
the  general  Committee  on  Appeals  and  Review  for  consideration 
of  particular  cases  of  such  class. 

Who  Can  Take  Appeals  from  the  Decisions  of  the  Income 

Tax  Unit? 

Section  250  (d)  prescribes,  inter  alia,  that  after  discover}'  of  a 
tax  or  deficiency  of  tax,  and  prior  to  the  assessment  thereof,  the 
taxpayer  shall  be  notified  and  given  a  period  of  not  less  than  thirty 
days  in  which  to  file  an  appeal  and  be  heard  as  thereinafter  pro- 
vided in  the  subdivision.  Accordingly,  taxpayers  filing  returns 
under  the  revenue  acts  of  1916,  1917,  1918  and  1921,  notified  of  a 
tax  or  deficiency  in  tax  discovered  upon  the  examination  of  such 
return,  are  given  a  right  to  file  an  appeal  and  show  cause  why  the 
tax  or  the  deficiency  should  not  be  paid.  A  proviso  is  made  in  a 
subsequent  paragraph  of  the  section,  however,  that  in  cases  where 
the  commissioner  believes  collection  of  the  amount  due  would  be 
jeopardized  by  delay,  he  may  make  assessment  without  giving  such 
notice  or  awaiting  the  conclusion  of  a  hearing  on  appeal.  Such 
summary  assessments  have  been  made  by  the  bureau  at  the  close 
of  the  statutory  period,  where  waivers  were  not  procurable  and 
were  not  on  file  in  the  case.  Under  such  circumstances  it  has 
been  the  practice  of  the  bureau  to  permit  an  appeal  to  be  taken. 
however,  after  a  claim  in  abatement  has  been  filed. 

11  These  sub-committees  are  composed  of  lawyers,  accountants  and  engi- 
neers. 
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A  taxpayer  whose  claim  for  refund  has  been  rejected,  of  course, 
has  no  statutory  right  of  appeal  and  it  is  not  the  practice  of  the 
Committee  on  Appeals  and  Review  to  take  jurisdiction  in  such 
cases,  except  upon  the  commissioner's  written  order. 

In  this  connection  it  should  be  borne  in  mind  that  the  Committee 
on  Appeals  and  Review  is  an  appellate  body  to  which  the  appellant 
is  permitted  to  protest  the  adverse  action  of  the  Income  Tax  Unit. 
The  committee  is,  therefore,  obliged  to  require  that  the  record  of 
the  appealed  case  be  substantially  complete  before  final  hearing 
and  it  is  important  in  the  presentation  of  cases  before  the  com- 
mittee that  this  be  observed. 

When  Can  Such  Appeals  be  Made? 

The  express  provisions  of  the  statute  prescribe  that  such  ap- 
peals may  be  taken  within  thirty  days  after  the  notice  is  sent  by 
registered  mail.  In  view  of  the  provisions  of  T.  D.  3492,  how- 
ever, the  question  has  been  raised  as  to  whether  the  language 
thereof  to  the  effect  that  ''  upon  cause  shown  the  taxpayer  may 
obtain  from  the  Income  Tax  Unit  a  reasonable  extension  of  time 
for  holding  such  conference  or  filing  such  data  beyond  the  periods 
of  limitation  hereinbefore  specified,"  may  be  construed  to  mean 
that  by  assent  of  the  unit  the  thirty-day  period  within  which  to 
file  the  appeal  may  be  extended.  This  would  appear  to  be  in  dero- 
gation of  the  provision  of  the  statute  and  it  is  considered  that  the 
appeal  must  be  perfected  within  the  statutory  period  of  thirty  days 
and  that  the  unit  may  only  concede  an  extension  of  time  within 
which  the  final  conference  before  it  may  be  held,  prior  to  the  sub- 
mission of  the  case  to  the  Committee  on  Appeals  and  Review.^^ 

How  Are  Such  Appeals  to  be  Perfected? 

T.  D.  3492  specifically  provides  that  the  appeals  should  be  desig- 
nated as  being  from  the  Income  Tax  Unit  to  the  commissioner 
and  must  be  under  oath.     It  should  contain 

(a)  the  name  and  address  of  the  taxpayer  (in  the  case  of  an 
individual  the  residence,  and  in  the  case  of  a  corporation 
the  principal  office  or  place  of  business), 

(b)  in  the  case  of  a  corporation  the  name  of  the  state  of  in- 
corporation, 

(c)  a  designation  by  date  and  symbol  of  the  registered  notice 
or  notices  from  which  the  appeal  originates, 

(d)  a  designation  of  the  year  or  years  involved  and  a  statement 
of  the  amount  of  tax  in  dispute  for  each  year, 

12  In  I.  T.  1581,  C.  B.,  Vol.  II-2,  p.  31,  February,  1923,  it  has  been  held, 
however,  that  appeals  under  Sec.  250  (d)  from  taxpayers  located  in  Hawaii 
will  be  considered  if  filed  within  60  days  from  the  mailing  of  the  notice. 
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(e)  an  itemized  schedule  of  the  findings  of  the  unit  to  which 
the  taxpayer  takes  exception,  accompanied  by  a  summary 
statement  of  the  grounds  upon  which  the  taxpayer  reUes  in 
connection  with  each  exception, 

(f)  in  case  the  taxpayer  desires  further  conference  with  the  In- 
come Tax  Unit,  as  provided  in  the  second  paragraph  of  the 
article,^ ^  a  request  for  such  conference,  and 

(g)  a  statement  that  the  appeal  is  not  taken  for  the  purpose  of 
delay. 

The  appeal,  addressed  to  the  Commissioner  of  Internal  Revenue, 
must  be  filed  in  his  office  within  thirty-one  days  from  the  mailing 
of  notice,  but  if  it  is  mailed  in  time  to  be  received  by  the  com- 
missioner within  such  period  in  the  ordinary  course  of  the  mails, 
it  will  be  considered  as  having  been  filed  within  such  period. 

How  Are  Appealed  Cases  Disposed  of  and  Taxpayers'  Rights 

After  Appeal 

The  present  procedure  on  appeal  as  prescribed  by  T.  D.  3492 
provides  for  a  copy  of  the  letter  of  transmittal  from  the  Income 
Tax  Unit  to  such  agency  as  the  commissioner  may  designate  for 
consideration  and  hearing,  to  be  sent  contemporaneously  to  the 
taxpayer  by  registered  mail.  This  contains  the  following  infor- 
mation and  data : 

(a)  A  designation  of  the  division  of  the  Income  Tax  Unit  from 
which  the  appeal  is  transmitted, 

(b)  the  name  and  address  of  the  taxpayer, 

(c)  a  designation  of  the  taxable  period  or  periods  involved  and 
of  the  additional  assessments  proposed  for  such  period, 

(d)  a  statement  of  such  issues  raised  by  the  appeal  as  are  not 
conceded  by  the  unit,  together  with  a  brief  summary  of  the 
unit's  grounds  for  not  conceding  such  issues,  including  a 
reference  to  the  law,  regulations  and  rulings  upon  which 
the  unit  relies  in  support  of  its  position,  and 

(e)  a  statement  of  the  dates  of  any  conferences  between  the  In- 
come Tax  Unit  and  the  taxpayer,  and  specifically  a  state- 
ment whether  any  conference  was  requested  by  and  granted 
to  the  taxpayer  subsequent  to  the  registered  notice  as  pro- 
vided in  the  article. 

The  case,  after  being  assembled,  is  passed  through  the  records 
division  of  the  Income  Tax  Unit  to  the  general  office  of  the  Com- 
mittee on  Appeals  and  Review.  Upon  receipt  it  is  assigned  to  a 
sub-committee  and  set  for  hearing,  a  notice  thereof  being  given 
the  taxpayer.     Such  notice  is  not  sent  by  registered  mail.     Diffi- 

^3  Art.  ioo6,  Regulations  62. 
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culties  often  arise  in  this  connection,  resulting  from  the  miscar- 
riage of  the  mails.  It  is  advisable  for  the  taxpayer  to  acknowledge 
receipt  of  the  notice  of  hearing  to  avoid  misunderstanding,  as  the 
statute  only  provides  that  an  "  opportunity  for  a  hearing  shall  be 
granted." 

The  case  is  then  heard  by  a  member  or  members  of  the  sub- 
committee to  which  it  has  been  assigned,  together  with  any  other 
committee  member  or  members  as  may  be  specially  assigned  to 
said  hearing.  In  this  connection,  it  is  pointed  out  that  by  express 
provision  of  T.  D.  3492,  the  appeal  must  not  be  made  the  occasion 
for  the  presentation  of  new  evidence,  other  than  that  presented  to 
the  Income  Tax  Unit  in  the  case.  The  necessity  for  such  pro- 
vision, as  before  suggested,  is  for  the  purpose  of  confining  the 
duties  of  the  Committee  on  Appeals  and  Review  to  that  of  an  ap- 
pellate body  and  not  a  body  hearing  the  case  in  the  first  instance. 

Requests  are  frequently  made  for  reference  of  cases  back  to  the 
unit  with  the  written  consent  of  the  taxpayer,  for  the  introduction 
of  new  evidence  on  determined  issues.  This  is  done  only  rarely 
and  with  the  consent  of  the  unit  in  the  case  of  delayed  reports  of 
field  agents  or  exceptional  circumstances.  In  the  event  that  issues 
not  passed  upon  in  conference  by  the  unit  are  discovered  after 
appeal,  the  taxpayer  having  perfected  the  same,  still  saves  his 
rights  as  to  the  appeal  on  the  original  issues  and  the  committee 
may  retain  its  jurisdiction  until  after  the  consideration  of  such 
additional  issues  by  the  unit  and  its  report  by  supplemental  letter 
of  transmittal.  It  should  be  said  that  the  unit  will  generally  be 
reluctant  to  accept  such  return  of  a  case  where  new  evidence  only 
is  to  be  considered  after  appeal  on  issues  already  decided  by  it. 

It  is  important,  however,  that  in  case  of  additional  arguments  or 
briefs  to  be  submitted  subsequent  to  the  final  hearing  before  the 
Committee  on  Appeals  and  Review,  that  the  same  be  expressly 
stipulated  for  at  the  time  of  such  hearing. 

Each  case  is,  subsequent  to  hearing,  the  subject  of  conference 
by  the  full  sub-committee  to  which  it  is  assigned,  as  well  as  by 
members  of  other  sub-committees.  A  written  recommendation, 
embodying  the  decision  of  the  sub-committee,  is  prepared,  and 
after  review  and  signature  by  the  chairman  is  submitted  to  the 
commissioner  for  approval. 

Requests  for  information  concerning  the  conclusions  of  the  com- 
mittee are  frequently  made  prior  to  the  approval  of  the  commis- 
sioner of  the  recommendation.  The  committee  is  prohibited  from 
complying  with  such  requests  for  the  reason  that  frequently  prob- 
lems of  administrative  policy  are  involved,  as  well  as  technical 
questions  of  law  and  accounting,  and  the  recommendation  of  the 
committee  in  the  end  being  the  decision  of  the  commissioner,  it  is 
but  natural  that  such  recommendation  should  not  be  announced 
until  the  commissioner  has  evidenced  his  approval. 
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Upon  the  return  of  the  case  from  the  ofifice  of  the  commissioner 
the  full  decision  of  the  committee  as  approved  is  promulgated  to 
the  taxpayer  and  his  representative.  The  case  is  then  forwarded 
to  the  Income  Tax  Unit  for  disposition  in  accordance  with  the 
committee's  recommendation. 

The  practice  before  the  field  sub-committee  hearing  cases  of 
taxpayers  west  of  the  Mississippi  River  is  substantially  similar  to 
the  above  procedure  before  the  general  committee  and  the  recom- 
mendations of  such  sub-committee  are  reviewed  and  approved  in 
the  central  office  as  in  the  case  of  the  decisions  of  the  other  sub- 
committees. 

Where  a  tax  or  deficiency  is  discovered  by  an  examination  in 
the  collector's  office,  the  taxpayer  is  notified  thereof  and  given  the 
same  right  of  appeal  to  the  commissioner,  and  in  the  same  manner 
as  obtains  in  the  case  of  appeals  from  decisions  of  the  Income  Tax 
Unit,  except  that  the  taxpayers'  conference  prior  to  the  presenta- 
tion of  the  appeal  is  with  the  collector  or  his  representative  at  the 
collector's  office  where  the  proposed  assessment  is  being  considered. 

Many  questions  have  arisen  with  respect  to  the  rights  of  tax- 
payers to  petition  for  a  reconsideration  of  the  committee's  decision. 
Prior  to  the  promulgation  of  T.  D.  3492,  under  date  of  June  16, 
1923,  the  provisions  of  T.  D.  3240  were  effective.  This  treasury 
decision,  although  originally  intended  to  refer  to  cases  involving 
a  rejected  claim  for  refund,  was  construed  in  practice  to  apply  to 
appealed  cases  and  permitted  a  reopening  and  reconsideration 
thereof, 

(1)  where  a  showing  was  made  of  new  and  material  facts,  ac- 
companied by  an  explanation,  satisfactory  to  the  Commis- 
sioner of  Internal  Revenue,  of  the  failure  to  produce  such 
facts  prior  to  the  closing  of  the  case,  or, 

(2)  where  the  case  was  materially  affected  by  the  change  of 
regulations  or  by  the  final  decision  of  another  case  either 
by  the  Commissioner  of  Internal  Revenue  or  by  a  court  of 
competent  jurisdiction. 

T.  D.  3492,  however,  dealing  specifically  with  appeals  and  hear- 
ings, provides,  in  part,  as  follows : 

"When  a  taxpayer  shall  have  taken  advantage  (or  had  op- 
portunity so  to  do)  of  the  procedure  outlined  in  this  article, 
and  the  case  has  been  completed  pursuant  thereto  by  notifica- 
tion to  the  taxpayer  of  final  decision  on  appeal  as  approved  by 
the  Commissioner  or  by  assessment,  the  case  will  not  be  re- 
opened except  where  it  is  materially  afifected  by  the  change 
of  regulations  or  by  the  final  decision  of  another  case  either 
by  the  Commissioner  of  Internal  Revenue  or  by  a  court  of 
competent  jurisdiction.  .  .  ." 
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Accordingly,  the  reconsideration  of  cases  disposed  of  on  appeal 
on  the  ground  of  newly  discovered  evidence  is  abandoned.  The 
practice  of  the  committee,  however,  has  been  to  treat  those  cases 
which  were  heard  prior  to  June  16th,  as  coming  within  the  pro- 
visons  of  T.  D.  3240,  and  cases  heard  subsequent  thereto  as  within 
the  provisions  of  T.  D.  3492. 

The  findings  of  the  committee  when  approved  by  the  commis- 
sioner are  binding  upon  the  Income  Tax  Unit. 

Questions  have  often  been  presented  with  respect  to  the  binding 
effect  of  a  decision  by  a  commissioner  during  the  administration 
of  a  successor.  Without  attempting  to  enter  upon  a  discussion  of 
the  substantive  question  of  law  involved,  in  this  connection,  the 
following  has  been  the  practice  in  cases  arising  under  section  210 
of  the  Revenue  Act  of  1917,  decided  by  the  Tax  Reviewers  and 
the  Advisory  Tax  Board : 

(a)  Where  a  case  has  been  considered  by  the  Tax  Reviewers  or 
the  Advisory  Tax  Board  and  it  has  been  determined  by 
them  that  relief  should  be  given  under  section  210,  the  case 
should  remain  under  that  section. 

(b)  No  section  210  case  should  be  reopened,  except  for  the  pur- 
pose of  correcting  income. 

(c)  Where  such  a  case  is  reopened  and  the  audit  discloses  a 
corrected  income,  the  same  percentage  allowed  by  the  re- 
viewers or  the  board  shall  be  used  in  recomputing  the  tax. 

(d)  If  it  should  be  found  that  the  tax  resulting  from  the  per- 
centages used  by  the  Tax  Reviewers  or  the  Advisory  Tax 
Board  is  unconscionable  either  to  the  taxpayer  or  to  the 
government,  the  percentage  may  be  changed  by  the  use  of 
proper  comparatives  upon  the  express  direction  of  the  com- 
missioner. 

(e)  In  cases  affected  with  fraud,  the  entire  question  may  be  re- 
opened. 

In  general,  it  should  be  remembered  in  practice  that  the  problems 
presented  on  appeal  to  the  committee,  involving  the  most  technical 
questions  of  law  and  principles  of  accounting,  comprise  a  task  of 
no  mean  magnitude  in  disposing  of  some  thousands  of  cases  per 
annum,  involving  many  millions  of  revenue.  A  consistent  and 
proper  disposition  of  such  cases  comprises  a  responsible  work, 
requiring  the  exercise  of  a  function  which  in  its  nature  is  highly 
judicial  and  therefore  not  always  compatible  with  expedition. 

Chairman  Satterlee:  Is  there  any  discussion  or  are  there  any 
questions  which  any  one  would  like  to  ask  Mr.  Brewster  ? 

Judge  Simms:  Mr.  Chairman,  this  most  excellent  paper  im- 
presses me  as  one  of  the  most  practical  ones  we  have  had  the 


PROCEDURE  AND  PRACTICE  OX  APPEAL  333 

pleasure  of  listening  to.  I  hope  that  there  is  some  means  whereby 
the  public  can  get  a  copy  of  this  address  in  printed  form. 

It  seems  to  me  that  the  government  ought  to  bear  the  expense 
of  the  publication,  and  our  respective  congressmen  can  frank  them 
out  to  us.     (Laughter) 

Aside  from  jest,  Mr.  Chairman,  I  hope  that  we  can  ascertain 
some  way  of  getting  this  paper  as  soon  as  possible  into  the  hands 
of  the  general  public,  and  especially  into  the  hands  of  those  who 
are  primarily  interested  in  the  respective  states  in  advising  their 
clients. 

While  I  am  connected  with  the  administration  of  state  laws.  I 
have  many  inquiries — and  no  doubt  many  others  present  do  also — 
from  persons  who  are  interested  in  the  matter  of  federal  taxation 
and  the  reports  and  appeals  under  the  income  tax  law.  Of  course. 
I  refer  them  to  persons  who  are  familiar  with  that  class  of  work, 
but  it  occurs  to  me  that  if  the  public  generally,  and  particularly 
the  attorneys  and  accountants  of  the  country,  were  in  possession 
of  this  very  valuable  and  most  practical  contribution,  it  would  be 
a  great  relief  to  the  department  which  Mr.  Brewster  represents. 
I  mean  by  that,  that  the  information  would  relieve  that  department 
probably  of  a  great  deal  of  work  in  the  way  of  advice  to  people 
who  are  otherwise  ignorant  of  the  procedure. 

I  find  that  about  nine-tenths  of  our  troubles,  both  individually 
and  collectively,  are  due  to  ignorance  and  lack  of  correct  thinking 
upon  the  information  that  we  do  have.  But  this  paper  not  only 
refers  to  the  various  statutes  involved  and  the  printed  regulations, 
but  it  explains  in  detail  and  rather  fully  and  practically  the  opera- 
tion and  the  procedure  that  we  all  need  to  know,  outside  of  the 
letter  of  the  law. 

There  is  always  more  outside  of  the  statute  than  in  it,  as  even,- 
practical  la\\yer  and  administrator  knows. .  I  therefore  hope  that 
Mr.  Brewster  and  other  representatives  of  the  government  may 
arrange  in  some  way  to  get  us  this  paper,  so  that  we  may  have  this 
information.  Of  course,  we  will  get  it  in  our  report  later,  but  we 
do  not  know  how  soon  we  may  expect  that  report,  and  this  paper 
ought  to  go  to  the  public  as  speedily  as  possible,  it  seems  to  me,  in 
view  of  its  ven,-  great  practical  importance. 

Chairman  Satterlee  :  I  suppose,  Mr.  Simms — in  fact,  I  know — 
that  it  is  quite  often  the  habit  to  have  reprints  of  articles  that 
appear  in  the  printed  proceedings  of  the  association,  but  what  other 
arrangement  can  be  made.  I  am  frankly  not  familiar  with.  Mr. 
Holcomb  could  tell  us  a  good  deal  better,  if  he  were  here. 

Mr.  Powell  :  Mr.  Chairman :  In  line  with  Mr.  Simms'  recom- 
mendation, I  don't  know  what  connection  the  Xational  Tax  Bul- 
letin has  with  the  National  Tax  Conference.     I  am  a  subscriber 
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to  the  National  Tax  Bulletin  and  I  think  most  of  the  members  of 
the  National  Tax  Conference  receive  that  bulletin.  It  has  been 
the  practice  in  the  past  to  print  some  of  these  papers  in  the  Bulletin, 
and  as  a  subscriber  to  that  paper  and  as  a  member  of  the  confer- 
ence, I  recommend  that  this  very  excellent  paper  of  Mr.  Brewster's 
be  printed  in  the  Bulletin. 

Chairman  Satterlee:  I  believe  that  suggestion  will  be  taken 
under  consideration  by  the  editor  of  the  BuRetin. 

I  rather  think  that  in  order  to  make  sure  of  our  getting  through, 
it  may  be  desirable  to  go  ahead  with  the  next  paper  and  to  reserve 
any  further  discussion  until  after  that  paper.  If  that  is  agreeable 
to  the  meeting,  I  shall  proceed  to  introduce  to  you  a  gentleman  who 
needs  no  introduction,  because  of  his  long  connection  with  this 
association  and  of  his  eminence  in  the  country  at  large,  but  for- 
mally at  least  I  do  introduce  Mr.  Mills,  member  of  the  committee 
on  ways  and  means,  who  will  address  us  on  "  The  Proposed 
Amendment  of  the  Federal  Constitution  on  the  Taxation  of  Public 
Securities."     Mr.  Mills!     (Applause) 

TAX-EXEMPT  SECURITIES 

OGDEN    L.    MILLS 
Member  of  Congress  from  New  York 

The  most  significant  fact  in  connection  with  taxation  in  the 
United  States  today  is  the  increase  of  taxes,  due  to  cost  of  govern- 
ment expanding  at  a  rate  out  of  all  proportion  to  the  growth  of 
the  country  and  the  national  income.  According  to  a  recent  very 
illuminating  report  of  the  National  Industrial  Conference  Board, 
in  1913,  taxes,  local,  state  and  federal,  amounted  to  2  billion  194 
million,  or,  approximately,  6.4%  of  our  national  income ;  in  1922 
taxes  amounted  to  7  billion  61  million,  or  12.1%  of  our  national 
income.  The  first  returns  of  governmental  costs  in  states  and  cities 
during  1922,  published  by  the  census  bureau,  show  that  the  per 
capita  cost  of  government  in  the  18  cities  and  2  states  first  exam- 
ined has  increased  150%  since  1914  and  has  doubled  since  1917. 
For  every  dollar  expended  in  1914  for  household  budgets,  labor 
department  figures  show  the  expenditure  in  1922  was  $1.60,  but 
for  every  dollar  expended  in  governmental  costs  in  1914  the  pre- 
liminary census  figures  indicate  that  $2.50  was  spent  in  1922.  But 
this  is  not  all.  States  and  municipalities  have  been  and  are  in- 
creasing their  bonded  indebtedness  at  an  even  greater  rate,  in 
many  instances  to  cover  current  expenditures,  and  in  more  numer- 
ous cases  for  the  purpose  of  financing  improvements,  w-hose  life 
is  only  too  frequently  exceeded  by  that  of  the  securities  issued. 
State  and  municipal  issues  in  1913  amounted  to  591  million  dollars; 
in  1922  to  1  billion  675  millions.     In  1913  the  securities  outstand- 
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ing  amounted  to  3  billion  822  million.  Today  they  exceed  11 
billion. 

To  make  this  burden  less  intolerable,  it  should  rest  on  the  broad- 
est possible  base.  And  yet,  strange  as  it  may  seem,  the  tendency 
has  been  the  other  way.  While  taxes  have  risen  steadily,  the 
base  on  which  they  rest  has  tended  to  become  more  and  more  re- 
stricted. The  National  Industrial  Conference  Board  estimates 
that  in  New  York  State  the  value  of  exempt  property  approxi- 
mates two-thirds  of  the  estimated  true  value  of  all  property  assessed 
under  the  general  property  tax,  though  it  should  be  borne  in  mind 
that  the  bulk  of  personal  property  in  the  State  of  New  York  is 
no  longer  assessed  under  the  general  property  tax.  The  same 
authorit}-  estimates  that,  for  the  Nation  as  a  whole,  property 
amounting  to  54  billions,  representing  one-sixth  of  our  national 
wealth,  is  today  beyond  the  reach  of  the  tax  collector.  Of  this, 
the  bulk  is  represented  by  tax-exempt  securities,  issued  by  the 
federal,  state  and  local  governments. 

Tax-exempt  securities  constitute,  in  my  judgment,  the  greatest 
evil  in  the  whole  field  of  taxation — an  evil  so  far-reaching  in  its 
consequences,  both  social  and  economic,  as  to  be  deserving  of  the 
most  serious  and  immediate  attention  on  the  part  of  the  people  of 
the  countr}-.  Of  one  thing  I  am  perfectly  sure:  a  progressive  in- 
come tax  at  high  rates  and  tax-exempt  securities  cannot  exist  side 
by  side.  Tax-exempt  securities  must  inevitably  destroy  the  pro- 
gressive income  tax,  and  I  am  by  no  means  sure  that  the  evil  has 
not  already  reached  such  proportions  as  to  make  any  possible 
action  too  late  to  save  our  present  federal  income  tax.  Tax-exempt 
securities,  gentlemen,  are  absolutely  indefensible,  whether  you 
study  them  from  the  standpoint  of  the  fiscal  needs  of  government, 
from  the  economic  or  from  the  social  standpoint.  Let  us  consider 
the  fiscal  problem  first. 

The  Treasury  estimates  that  there  are  $11,000,000,000  of  wholly 
tax-exempt  securities  outstanding,  and  that  they  are  being  issued 
at  the  rate  of  $1,000,000,000  a  year.  There  are,  in  addition,  some 
$20,000,000,000  of  partially  exempt  United  States  securities.  If  we 
assume  that  this  $10,000,000,000,  more  or  less,  of  wholly  exempt 
securities  and  the  $20,000,000,000,  more  or  less,  of  partially  exempt 
securities  are  held  in  the  following  percentages  by  the  following 
classes,  I  can  give  you  an  estimate  of  what  it  is  costing  the  Gov- 
ernment. 

Assuming  that  37  per  cent  of  these  securities  are  held  by  cor- 
porations, that  23  per  cent  are  held  by  people  who  pay  no  income 
tax,  and  the  balance  by  people  whose  average  rate  of  income  tax 
is  35  per  cent,  tax-exempt  securities  are  today  costing  the  United 
States  Government  $242,000,000  a  year.  Mr.  McCoy  says  S120, 
000,000,    which    is    low.      Professor    Seligman    says   '$300!000,000, 
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which  is  high,  in  my  judgment.  !Mr.  ]\IcCoy  limits  his  estimate  to 
the  $11,000,000,000  of  wholly  tax-exempt  securities.  Aloreover,  he 
estimates  the  loss  in  the  corporate  income  tax  at  but  $35,000,000, 
whereas  the  returns  of  the  Internal  Revenue  Bureau,  published 
since  his  estimate,  show  the  loss  in  corporate  income  tax  cannot  be 
less  than  $60,000,000  a  year.  For  my  part,  I  am  confident  that 
$240,000,000,  more  or  less,  is  what  the  tax-exempt  securities  are 
costing  the  Government  today. 

Theoretically,  this  loss  should  be  offset  by  the  lower  rate  of  in- 
terest which  the  Government  has  to  pay  by  reason  of  the  tax- 
exempt  privilege  granted  the  investor,  but  this,  under  our  system 
of  government  and  taxation,  is  only  true  to  a  very  limited  extent. 
Thus  the  federal  Government  derives  no  benefit  whatsover  in  so 
far  as  state  and  municipal  securities  are  concerned.  In  the  second 
place,  even  with  respect  to  its  own  securities,  it  is  unable  to  capi- 
talize the  reduced  taxes,  first,  because  the  rate  is  uncertain;  and, 
second,  because  it  is  progressive.  There  is  no  question  but  that, 
if  we  had  a  flat,  uniform  and  reasonably  permanent  tax,  tax-exempt 
securities  would  command  a  price  in  the  open  market  which,  as 
compared  with  the  price  of  taxable  securities,  would  be  higher  in 
proportion,  to  the  exact  extent  represented  by  the  tax-exemption 
privilege ;  that  is  to  say,  they  would  sell  at  a  price  high  enough  so 
that  the  net  yield  of  the  bonds  would  be  equal  to  the  net  yield  of 
the  taxable  bond,  after  the  payment  of  the  tax.  The  Government 
would,  of  course,  get  the  benefit  of  the  increased  value.  But  with 
the  progressive  rate  we  have  a  very  different  situation.  Let  us 
assume  that  a  man  with  an  income  of  S10,000  bought  in  1920  a 
5  per  cent  taxable  bond  which  yielded  him  a  net  return  of  4.58. 
Had  he  bought  a  tax-exempt  bond  and  paid  105.17,  it  would  have 
yielded  him  4.58  net.  In  other  words,  he  was  equally  well  off 
whether  he  bought  a  taxable  or  a  non-taxable  security  at  that  price. 
But  assuming  that  the  non-taxable  security  was  selling  at  106,  then 
he  was  obviously  better  off  if  he  bought  a  taxable  security.  This 
meant  that  under  the  1918  Revenue  Act  the  $10,000  man  dropped 
out  of  the  tax-exempt  security  market  at  106.  Applying  the  same 
line  of  reasoning  to  the  other  income  classes,  you  will  find  the 
$20,000  man  dropping  out  at  a  somewhat  higher  figure,  and  so  on 
down  the  line.  The  million-dollar  man  could  have  aft'orded  to  pay 
143.80  for  the  non-taxable  as  compared  with  the  taxable  5  per  cent 
bond.  As  a  matter  of  fact,  he  obtained  the  non-taxable  bond  at  a 
much  lower  figure,  by  reason  of  the  fact  that  the  other  income 
classes  dropped  out  long  before  the  bond  had  reached  a  price 
where  it  would  be  still  profitable  for  the  million-dollar  man  to  buy 
it.  The  result  is,  that  the  men  with  the  large  incomes  obtain  a 
much  greater  reduction  in  their  taxes  than  the  Government  can 
hope  to  make  up  by  a  lower  interest  rate  on  the  securities  which  it 
issues. 
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If  you  estimate  the  gain  in  interest  charges  at  one-half  of  1  per 
cent  on  the  $1,500,000,000  still  outstanding  first  Liberty  bonds,  the 
saving  is  311,000,000  a  year.  Add  one-half  of  1  per  cent  on  the 
$20,000,000,000  of  partially  exempt  securities,  and  you  have  an 
additional  8100,000,000.  We  are  losing  $250,000,000  and  getting 
back  at  most  $111,000,000,  making  a  net  loss  of  $140,000,000  a  year 
today  and  one  that  is  constantly  increasing. 

Now,  turn  to  the  economic  aspect.  Is  there  any  need  to  point 
out  how  excessively  high  surtax  rates  sin  against  the  fundamentals 
of  a  sound  tax  system,  in  that  they  are  becoming  increasingly  un- 
productive ;  that  they  encourage  evasion  and  are  too  great  a  burden 
on  industry,  initiative,  and  thrift?  However,  there  is  not  the 
slightest  doubt  but  that  high  progressive  surtax  rates,  coupled 
with  tax-exempt  securities,  will  destroy  the  progressive  income 
tax,  and  will  shortly  make  as  big  a  farce  of  progressive  income 
taxation  as  the  personal  property  tax  on  intangible  property  is  in 
ever>'  state  in  the  Union  that  tries  to  enforce  it  at  general  prop- 
erty' rates. 

Can  there  be  an}-thing  more  fantastic  than  the  Government  of 
the  United  States  solemnly  declaring  its  purpose  to  take  58  per 
cent  of  a  man's  income  and  then  providing  the  means  whereby  he 
will  pay  no  tax  at  all  ?  What  is  the  sense  of  talking  about  the  rich 
tax-dodgers  when  the  United  States  Government  considerately 
provides  isles  of  safety  on  which  men  of  wealth  can  find  complete 
security  from  state  and  federal  taxes? 

Furthermore,  the  privilege  is  reserved  for  men  who  have  accu- 
mulated their  money  and  are  living  on  its  interest.  The  doctor, 
the  lawyer,  the  professional  man,  the  man  in  active  business,  pays 
his  10,  20,  30,  or  40  per  cent  of  income  to  the  United  States  Gov- 
ernment. He  pays  40  per  cent  to  the  United  States  from  income 
that  he  is  making  in  his  prime,  to  support  his  family,  to  insure 
himself  a  comfortable  old  age,  and  to  give  his  children  a  start  in 
life,  while  his  neighbor,  the  man  with  accumulated  wealth  invested 
in  tax-exempt  securities,  contributes  nothing  to  the  support  of 
government.  Gentlemen,  how  long  do  you  suppose  such  a  system 
of  taxation  can  endure  in  any  enlightened  country? 

Is  there  any  need  to  point  out  that  we  are  driving  liquid  capital 
needed  for  production  into  unproductive  channels?  Let  me  give 
you  one  illustration  that  came  to  my  attention.  A  man  I  know 
had  half  a  million  dollars  of  bonds  of  an  industrial  corporation 
paying  5  per  cent  and  selling  at  85.  By  selling  the  bonds,  taking 
a  loss  of  15  points,  and  investing  in  New  York  Cit\'-  AYz  bonds 
due  in  1971  at  106  that  man  would  make  in  the  course  of  the  life 
of  the  bonds  $226,000.  If  instead  of  buying  New  York  City  bonds 
due  in  1971  he  bought  farm  loan  bonds  callable  in  1932,  that  were 
at  the  time  selling  on  a  4.40  basis,  he  would  in  the  course  of  the 
22 
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next  nine  years  net  a  profit  of  $26,000.  Is  he  a  tax-dodger?  Is 
he  unpatriotic?  Is  he  blamable  if  he  takes  his  money  from  the 
industrial  corporation  and  puts  it  in  tax-exempt  securities,  loaning 
it  to  the  farmers  of  the  West  and  making  incidentally  a  handsome 
profit?  Multiply  that  instance  by  thousands  and  you  will  get  an 
adequate  picture  of  what  is  going  on  in  the  country  today. 

If  we  turn  to  the  social  question,  we  have  something  that  is 
even  more  serious.  Say  what  you  like  about  the  great  American 
fortunes;  they  have  been  accumulated  by  men  of  vision,  of  extra- 
ordinary energy  and  initiative,  who  in  the  course  of  a  busy  life- 
time made  very  distinct  contributions  to  the  development  of  their 
country.  Their  rewards  may  have  been  excessive,  but  what  man 
will  care  to  deny  that  the  Rockefellers,  the  Fords,  the  Carnegies, 
the  Harrimans  have  greatly  promoted  our  economic  and  industrial 
development  ? 

The  outstanding  characteristic  of  the  rich  men  in  this  country 
is,  that  they  are  or  were  in  active  business.  They  spend  compara- 
tively little  on  their  personal  needs.  They  reinvest  the  money  that 
they  do  not  spend,  or  they  have,  up  to  date,  in  the  very  enterprises 
which,  under  their  guidance  and  leadership,  were  constantly  de- 
veloping, employing  thousands  of  workmen,  and  adding  steadily 
to  the  economic  prosperity  of  the  country  by  adding  to  its  creative 
wealth.  What  are  you  doing  through  these  tax-exempt  securities, 
backed  by  a  high — a  very  high — progressive  income  tax  rate  ?  You 
are  not  only  drying  up  this  investment  fund,  but  you  are  drying 
up  this  fund  of  initiative,  of  energy,  of  business  ability.  You  are 
driving  these  men  out  of  active  business,  because  you  are  depriving 
them  of  the  great  incentive  to  remain  in  active  business  —  not 
only  the  incentive  of  building  up  a  great,  successful  concern,  but 
of  the  tangible  evidence  of  success.  You  are  creating,  in  other 
words,  through  this  system,  which  came  by  accident,  a  class  of 
idle  rich,  and,  what  is  worse,  you  are  creating  a  class  of  idle  rich 
that  are  not  contributing  their  share  to  the  support  of  government. 
Is  there  anything  more  likely,  if  history  means  anything,  to  en- 
gender class  hatred  and  prejudice,  and  is  there  anything  more 
likely  or  more  rapidly  to  bring  into  general  contempt  a  govern- 
ment which  not  only  permits  such  a  situation  but  one  which  has 
actually  actively  created  it? 

What  is  the  remedy  ?  It  will  be  found,  I  think,  in  the  Constitu- 
tional Amendment  adopted  last  year  by  the  House  of  Representa- 
tives, but  which  the  Senate  did  not  find  time  to  consider.  That 
Amendment  reads  as  follows  : 

"ARTICLE  . 

Section  i.  The  United  States  shall  have  power  to  lay  and  collect  taxes 
on  income  derived  from  securities  issued,  after  the  ratification  of  this  article, 
by  or  under  the  authority  of  any   State,  but  without  discrimination  against 
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income  derived  from  such  securities  and  in  favor  of  income  derived  from 
securities  issued,  after  the  ratification  of  this  article,  by  or  under  the 
authority  of  the  United  States  or  any  other  State. 

Section  2.  Each  State  shall  have  power  to  lay  and  collect  taxes  on  income 
derived  by  its  residents  from  securities  issued,  after  the  ratification  of  this 
article,  by  or  under  the  authority  of  the  United  States ;  but  without  dis- 
crimination against  income  derived  from  such  securities  and  in  favor  of  in- 
come derived  from  securities  issued,  after  the  ratification  of  this  article,  by 
or  under  authority  of  such  State." 

What  are  the  objections  to  it?  I  listened  attentively  to  all  of  the 
arguments  urged  against  the  adoption  of  this  amendment  by  the 
so-called  defenders  of  states  rights,  and  I  can  fairly  say  that  I  did 
not  hear  a  single  argument  of  real  weight.  Generally  speaking,  the 
objections  were,  first,  that  giving  the  federal  Government  the  right 
to  tax  the  incomie  from  state  securities  would  impair  the  credit  of 
the  states,  and,  secondly,  that  even  if  the  credit  was  not  impaired, 
the  taxation  of  state  and  municipal  securities  would  make  it  diffi- 
cult to  market  these  securities  and  so  retard  the  construction  of 
desirable  public  improvements.  As  to  the  first,  it  must  be  obvious 
that  the  credit  of  the  state  cannot  be  impaired  by  any  such  propo- 
sition as  is  here  contemplated.  Were  we  to  give  to  the  federal 
Government  the  authority  to  impose  a  discriminatory  tax,  it  is 
conceivable  that  it  could  impair  the  credit  of  the  states.  But  that, 
of  course,  not  only  is  not  contemplated,  but  is  carefully  guarded 
against.  Let  us  assume  that  there  are  no  taxes  whatsoever  im- 
posed on  the  income  from  securities,  whether  municipal,  state, 
federal,  industrial,  railroad  or  public  utility.  They  are  then  all  on 
the  same  basis.  If  now  we  impose  a  uniform  tax  of.  let  us  say, 
10%  on  the  income  of  all  these  securities,  including  municipal  and 
state,  they  would  still  be  on  the  same  basis  and  the  credit  of  the 
state  nowise  impaired.  A  careful  reading  of  the  proposed  amend- 
ment will  show  that  discrimination  is  not  possible  under  its  terms, 
and  therefore  impairment  of  state  or  municipal  credit  is  entirely 
out  of  the  question. 

The  other  argument  advanced  was.  that  federal  taxation  of  the 
income  from  state  and  municipal  securities  would  make  it  difficult 
to  market  them,  in  competition  with  those  of  private  corporations. 
The  fact  is,  that  long  before  the  day  when  high  income  taxation 
gave  tax-exempt  securities  the  advantage  which  they  now  enjoy, 
state  and  municipal  securities  enjoyed  a  marked  advantage  over 
the  best  public  utility,  railroad  and  industrial  securities.  Thus, 
from  1904  to  1916,  state  and  municipal  securities  had  an  advan- 
tage over  the  best  public  utility  securities  of  from  Yi  of  1%  to 
1^%.  I  am  attaching  to  this  paper  a  table  which  shows  the  aver- 
age yield  of  railroad,  public  utility  and  municipal  bonds  over  a 
period  of  years.     This  table  shows  that  the  municipal  bonds  have 
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enjoyed  an  advantage  over  the  best  railroad  and  public  utility 
bonds  for  many  years,  and  that  the  increased  advantage  since  1916 
is  much  smaller  than  might  have  been  expected.  Today  it  is 
probably  true  that  tax-exempt  securities  enjoy  an  advantage  of 
from  >4  to  ^  of  1%  over  the  best  railroad  and  public  utility 
securities,  but  with  an  annual  supply  of  state  and  municipal  bonds, 
amounting  to  1  billion  500  million,  Farm  Loan  bonds  amounting 
to  $300,000,000  a  year,  and  Farm  Credit  debentures  amounting  to 
some  $600,000,000  a  year;  or  a  total  annual  issue  of  tax-exempt 
bonds  amounting  to  2  billion  400  million  dollars,  even  this  small 
advantage  due  to  the  tax-exempt  privilege  must  shortly  disappear. 
The  day  is  not  far  off  when  the  market  will  be  saturated  with 
tax-exempt  securities.  The  tax-exempt  privilege  will  command 
little  or  no  premium,  and  state  and  local  bonds  will  command  the 
price  which  the  state  of  the  credit  of  the  issuing  unit  entitles  them 
to.  neither  more  nor  less. 

I  know  that  your  organization  is  already  committed  to  the 
proposition  that  tax-exempt  securities  should  be  done  away  with, 
but,  in  view  of  the  seriousness  of  the  situation  and  the  undoubted 
menace  to  our  tax  system  which  they  constitute,  may  I  express  the 
hope  that  all  of  your  influence  and  energies  may  be  devoted  to  the 
furthering  of  the  passage  of  this  Constitutional  Amendment  at  the 
next  session  of  the  next  Congress? 


A^TRAGE  Annual  Yield  of  Railroad,   Public    Utility,   and  Municipal 

Bonds,  Showing  Disparities  between  the  Yield  on  (i)  Municipal 

and  Railroad,  and  (2)  Public  Utility  and  Municipal 


Year. 


1870 
1871 
1872 

1873 
1874 

1875 
1876 

1877 
1878 
1879 
1880 
1 881 
1882 
188.:! 


Average 
yield  on 
munici- 
pal 
bonds. 


Per  cent 

7-15 
6.80 
6.75 
6.70 
6.90 

6.45 
6.10 
5.80 
5-65 
5-65 

5-35 
4.80 
4.85 
4.75 


Average 
yield  on 
railroad 
bonds. 


Per  cent 
7.40 
7.40 
6.85 
7.10 
7-15 
6.55 
6.00 

5-90 
5-75 
5-75 
5-3° 
5.00 

4-95 
4-95 


Average 

yield  on 

public 

utility 

bonds. 


Per  cent 


Disparity, 

municipal 

and 

railroad. 


Per  cent 

0.25 

.60 

.10 

.40 

•25 
.10 

*.io 
.10 
.10 
.10 

*.a5 
.20 
.10 
.20 


Disparity 

municipal 

and  public 

utility. 
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884  :  4.65     1  4-8o 

885  4-65     I  4-75 

886  4.05     ;  4.30 

887  3.90     I  4.25 

888  3.95  4-30 

889  •3-95  4-15 

890  3-75  4-20 

891  4.30  4.40 

892  4-20  4-35 

893  4-15  4-30 

894  4-15  4-35 

895  ,  3-70  4-IO 

896  3.60  4.15 

897  3-65  3-95 

898  3-95 

899  315  3-65 

900  3.10  3.75 

901  3.10  3.70 

902  3.20  3.70 

903  3-25  3-80 

904  3-45  3-8o 

905  3-45  3-70 

906 3.50  3.80 

907  3-70  4-00 

908  4.20  4.05 

909  3-85  3-95 

910  3.85  4.00 

911  4.00  4.05 

912  4.00  4.05 

913  4-15  4-20 

914  4-25  4.40 

915  4.15  445 

916  4.CX)  4.20 

917  3-85     '  4.IO 

918  4.55  4.95 

919  440  5.20 

920  4.45  5.35 

921  5.35  5-8o 

922  ,  4.20     !  5.25 


4-5° 
4.40 

4-45 
4-55 
5.20 
4.65 
4.60 
4.70 
4.70 
4.65 
4.90 
4.90 
4.85 
4-75 
5-75 
5.70 
6.15 
7-45 
5-55 


■15 

.10     i 

■25  I 

•35  I 

•35  ! 

.20  I 

.45      ! 
.10 

•15 
•15 
.20 
.40      , 

•55 
•30 

•50  I 
.65 
.60 
•50 
•55 
•35 
•25  ; 
.30    i 

•30 

Ms     1 
.10     , 

•15     [ 
.05     I 

•05 

.05     I 

•15     i 

•30 

.20 

•25 
.40 
.80 
.90 

45 
1.05 


1.05 
•95 
•95 
•85 

1. 00 
.80 

•75 

.70 

.70 

•50 

.65 

•75 

•85 

.90 

1.20 

1.30 

1.70 

2.10 

1-35 


*  Yield  on  municipal  bonds  is  higher  than  on  railroad  bonds, 
yield  on  municipal  bonds  is  less. 


All  others, 


Chairman  Satterlee  :  The  meeting  is  open  for  a  discussion  of 
either  address  of  the  afternoon. 

Mr.  Zoller:  Mr.  Chairman,  I  want  to  address  myself  briefly  to 
'Mr.  Brewster's  paper,  in  respect  merely  to  the  procedure  in  the 
income  tax  appeals. 

What  I  have  to  say  is  in  no  way  a  criticism  against  any  indi- 
vidual. It  may  be  construed  as  a  criticism,  but  it  will  be  a  con- 
structive criticism,  if  it  is  a  criticism,  against  the  whole  procedure. 

I  was  impressed,  in  listening  to  Mr.  Brewster's  address,  by  the 
lack  of  protection  that  really  stands  between  the  taxpayer  and  the 


342  NATIONAL  TAX  ASSOCIATION 

court,  in  respect  to  administering  the  federal  tax.  I  think  the 
situation  is  more  serious  than  the  people  in  Washington,  whose 
duty  it  is  to  administer  the  law,  perhaps  appreciate.  I  think  that 
when  we  get  on  one  side  of  a  proposition  we  are  a  little  bit  preju- 
diced in  favor  of  that  side  and  we  cannot  always  see  both  sides  of 
the  situation. 

My  opinion  of  a  proper  administration  of  a  tax  is  that  the  gov- 
ernment which  administers  it  must  first  realize  that  the  taxpayer 
himself  is  really  a  part  of  the  government  and  that  there  is  some 
duty  resting  upon  the  administrative  officer  to  recognize  the  rights 
of  the  taxpayer  and  to  see  that  he  not  only  does  not  evade  the  tax, 
but  to  see  that  the  burden  which  is  put  upon  him  through  admin- 
istration or  lack  of  administration  is  no  more  than  the  law  really 
requires. 

Now,  what  is  the  procedure  with  the  ordinary  taxpayer?  The 
procedure  is  this :  He  makes  a  report  and  then  it  is  examined  by 
the  field  agent.  I  know  of  one  case  where  three  examinations 
were  made  by  the  same  field  agent.  One  of  them — I  am  not  using 
correct  figures — showed  an  additional  tax  of  $100,000;  the  next 
one  $50,000,  and  the  third  one  $10,000— all  by  the  same  field  agent. 
Then  there  is  an  audit  in  Washington  and  you  go  before  a  unit, 
and  as  Professor  Adams  brought  out  this  morning,  you  find  in 
those  units,  in  a  great  many  cases,  young  men,  without  very  much 
experience,  and  I  believe  in  many  cases  young  men  who  do  not 
yet  know  the  law;  who  have  not  had  an  opportunity  to  study  it 
sufficiently  so  as  to  properly  understand  it.  You  get  some  kind  of 
a  review  there.  No  record  is  made  of  the  hearing  before  the  unit 
and  the  taxpayer  does  not  know  what  kind  of  a  recommendation 
the  unit  makes  to  the  appellate  division  or  the  appeal  board,  as  it 
is  called  in  this  case. 

Then  the  taxpayer  has  his  appeal  and  he  has  his  oral  argument, 
and  the  case  is  certified  up  in  a  certain  way,  and  if  the  fact  develops 
that  the  taxpayer  has  failed,  as  I  understood  Mr.  Brewster  to  say, 
to  present  proper  evidence  before  the  unit,  even  though  that  evi- 
dence is  developed  at  the  hearing,  the  appellate  committee  has  not 
the  power  to  pass  upon  that,  if  the  evidence  was  not  presented  in 
the  first  instance  to  the  unit. 

I  think  in  the  case  of  a  number  of  taxpayers  who  desire  to  pay 
the  tax  that  is  required  by  law,  and  who  are  not  in  a  position  to 
hire  all  the  legal  talent  necessary,  that  the  unit  or  somebody  along 
the  line  should  be  willing  to  point  out  to  that  taxpayer  what  he 
ought  to  present  in  order  to  get  his  rights  under  the  law.  (Ap- 
plause) 

You  have  heard  that  there  have  been  some  cases  that  are  pre- 
sented, where  the  appeal  is  only  heard  by  one  individual,  and  if 
that  individual  should  make  a  mistake  or  should  be  wrong  in  the 
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construction  of  the  law,  there  is  nothing  left  for  that  taxpayer  to 
do  but  to  go  into  court.  And  I  want  to  tell  you  that  cases  can 
develop  where  a  taxpayer  cannot  get  into  court.  I  know  of  a  case 
where  a  tax,  proposed  to  be  assessed  before  a  hearing  before  the 
unit,  is  so  large  that  the  assets  of  the  company  against  which  it  is 
issued  would  not  be  sufficient,  and  never  would  be  sufficient  to  pay 
half  of  it!  Suppose  the  unit  sustains  that  tax;  suppose  the  one 
man  who  is  appealed  to,  for  some  reason  makes  a  mistake — and  we 
are  all  liable  to  do  that — the  only  thing  left  for  that  taxpayer  to  do 
is  to  pay  the  tax  under  protest  and  then  go  into  court,  but  he  hasn't 
the  money  and  cannot  borrow  enough  money  to  pay  that  tax;  his 
property  won't  pay  it. 

So  there  are  great  difficulties,  and  it  is  not  a  complete  answer, 
in  my  opinion,  to  say  that  if  you  are  not  satisfied  with  the  ruling 
of  the  department,  you  can  go  into  court.  This  is  a  technical 
question,  it  is  a  question  that  you  do  not  always  get  very  far  with 
if  you  have  a  jury  trial.  You  talk  about  amortization  and  invested 
capital,  and  all  those  technical  things  that  the  average  man  does 
not  know  much  about. 

If  we  are  going  to  have  good  administration,  we  must  have  ex- 
perts who  will  remain  on  the  job  and  who  are  competent  in  every 
part  of  the  department,  to  pass  upon  these  questions;  and  I  want 
to  say  to  you  that  I  believe  if  we  had  at  least  twelve  men — you  can 
call  them  the  heads  of  a  unit  or  whatever  you  want  to  call  them — 
in  the  department,  who  were  full-grown  men  and  had  mature  judg- 
men  and  common  sense,  Mr.  Brewster  would  not  have  to  hear  ten 
per  cent  of  the  appeals  that  he  is  hearing  today.     (Applause) 

Now  you  cannot  go  before  a  unit,  so  far  as  my  experience  goes, 
and  be  sure  that  you  can  settle  anything.  You  might  be  willing  to 
give  two  dollars  for  every  one,  and  you  couldn't  settle  the  case. 

I  know  of  a  case  where  there  was  no  question  as  to  facts,  no 
question  as  to  law,  and  the  amount  involved  was  very  small.  When 
we  got  through,  the  unit  said,  "  We  can't  tell  you  what  we  can  do." 
After  I  had  gone  home,  and  about  ten  days  later,  I  received  a  letter 
from  somebody  else.  I  suppose  the  members  of  that  unit  had  left 
the  department;  they  may  be  out  now  telling  taxpayers  how  to 
reduce  taxes,  I  don't  know,  but  they  are  not  there;  somebody  else 
has  the  case,  and  they  are  asking  information,  which  it  was  agreed 
before  the  unit  could  not  be  furnished  and  that  the  taxpayer  need 
not  furnish. 

There  is  our  difficulty — not  in  the  appellate  court  but  in  the 
trial  court.  If  we  could  get  a  better  trial  court,  we  should  not 
have  to  trouble  so  much  about  the  appellate  court.     (Applause) 

Mr.  Holmes  (New  York)  :  Mr.  Chairman,  I  should  like  to  say 
that  the  very  admirable  and  eloquent  speech  of  Mr.  Mills  ought  to 
be  delivered  by  radio  all  over  the  country;  that  its  appeal  is  very 
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strong.  It  makes  us  feel  convinced  that  in  principle,  tax-free 
bonds,  issued  by  the  federal  government  and  by  states  and  munici- 
palities, should  be  abolished.  But  the  practical  difficulty  in  passing 
the  constitutional  amendment  will  be  to  persuade  the  small  farmer, 
the  small  taxpayer,  and  the  small  local  politician,  that  there  is 
something  to  be  gained  by  a  community  in  submitting  to  an  in- 
terest charge  of,  let  us  say,  5j^%  on  a  taxable  bond,  when  they 
can  now  issue  non-taxable  bonds  at  some  lower  rate.  The  average 
individual  is  too  shortsighted  to  see  the  whole  question. 

Xo  less  a  body  than  the  New  York  Chamber  of  Commerce  bit- 
terly attacked  the  constitutional  amendment  on  this  very  practical 
but  incidental  point  that  is  overshadowed  by  the  far  greater  im- 
portance of  the  principle.  But  they  devoted  considerable  time  to  a 
discussion  of  whether  or  not  the  communities  and  the  taxpayers 
would  gain  by  submitting  to  a  higher  interest  rate  which  must  be 
conceded  will  follow,  although  the  amount  of  the  increase  in  in- 
terest is  doubtful,  and  if  the  present  oversupply  of  state  and 
municipal  bonds  continues,  the  maximum  rate  of  interest  will 
probably  be  reached  even  though  the  tax-free  feature  is  retained. 

But  it  seems  to  me  that  the  practical  difficulty  in  advocating 
this  constitutional  amendment  is  the  nearsightedness  of  the  aver- 
age taxpayer,  and  perhaps  the  selfish  personal  interest  of  the  aver- 
age small  politician  whose  name  is  legion  throughout  the  cotmtry. 

Mr.  Mills  spoke  of  taking  whatever  immediate  measures  are 
necessary  to  cure  this  tax-free  evil,  and  I  have  this  to  suggest: 
I  was  very  much  surprised  to  see  the  estimates,  ranging  from  Mr. 
Mills'  estimate  of  Z7%  to  Mr.  Mellon's  estimate  of  50%  of  the  tax- 
free  bonds  being  held  by  corporations.  Some  of  those  corpora- 
tions, I  assume,  are  educational  or  charitable  institutions  and,  so 
far  as  they  are  concerned,  perhaps  the  tax-free  evil  is  not  so 
great.  But  if  the  large  number  of  corporations  are  those  which 
pay  a  12^%,  tax,  we  have  a  remedy  at  hand.  There  is  nothing 
to  prevent  Congress,  without  any  constitutional  amendment,  im- 
posing an  excise  tax,  such  as  the  act  of  1909,  and  requiring  cor- 
porations to  include,  at  the  present  time,  income  from  state  and 
municipal  securities,  and  to  that  extent  at  least  it  seems  to  me  we 
might  immediately  gain  considerable  revenue. 

Mr.  Williams  (Washington,  D.  C.)  :  Mr.  Chairman,  in  the 
consideration  of  this  tax-exempt  subject,  which  is  an  exceedingly 
interesting  one  from  many  angles,  it  occurs  to  me  that  these  securi- 
ties are  tax-exempt  for  the  reason  that  Congress  so  provided  in 
the  statutes.  As  I  recall  the  phraseology  of  the  income  tax  amend- 
ment of  the  constitution,  it  provides  for  the  authority'  of  Congress 
to  levy  a  tax  upon  income  from  whatever  source  derived.  I  know 
there  has  been  some  debate  as  to  whether  or  not  Congress  might 
include  such  income  from  such  securities,  but  it  seems  to  me  that 
that  is  the  only  satisfactory  manner  of  reaching  it. 
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There  is  another  reason,  and  that  is  included  in  the  law  that  has 
been  tried  out.  There  is  another  distinct  objection  to  the  attempt 
at  the  constitutional  amendment  method  of  procedure,  and  that  is 
this :  Granted  that  there  are  16  to  20  or  25  billion  dollars  of  tax- 
exempts  now  in  existence,  carrying  an  average  interest  rate  of, 
say,  5%;  you  see  that  represents  about  51,000,000,000  worth  of  in- 
come a  year.  The  life  of  those  bonds  probably  averages  25  to  30 
years.  I  know  of  no  way  of  making  $1,000,000,000  quicker  or  more 
satisfactorily  than  to  have  the  people  of  this  country  write  a  con- 
stitutional amendment  that  no  more  such  issues  should  be  made. 
Instantaneously  you  will  increase  the  value  of  the  existing  amount 
outstanding,  to  the  extent  of  the  interest  that  is  calculatable  at  that 
time,  and  the  holders  of  such  bonds  will  have  had  made  to  them, 
beyond  peradventure,  at  that  time  (because  the  admission  will  have 
been  made  that  the  income  from  such  bonds  is  not  taxable),  a 
present  of  a  cool  81,000,000,000. 

Captaix  White:  Mr.  Chairman,  Mr.  Mills  has  pointed  out  the 
remedy  for  tax-exempt  securities,  and  that  is  to  decrease  the 
taxation  levied  upon  the  high  brackets  of  income  taxes,  but  we 
hear  him  also  say  that  those  who  are  crying  loudest  for  increasing 
the  tax  on  income  are  not  in  favor  of  decreasing  tax-exempt 
securities. 

I  profess  to  myself  that  if  there  were  no  other  reason  under  the 
sun  for  tax-exempt  securities  except  to  prevent  the  Congress  of 
the  United  States  from  levying  excessive  taxes  upon  high  incomes, 
we  ought  in  equity  to  retain  the  tax-exempt  bonds  or  securities. 

The  people  who  are  collecting  taxes  do  not  like  to  feel  that  they 
are  cut  off  from  cutting  somebody's  head  off,  and  I  think  it  is  high 
time  that  we  should  appreciate  what  Professor  xA-dams  said  last 
year  at  the  meeting  of  this  association,  that  the  high  brackets  of 
taxation  for  incomes  were  not  devised  for  the  purpose  of  obtaining 
taxes,  but  for  the  purpose  of  decreasing  great  incomes.  Now,  that 
is  Bolshevism,  pure  and  simple,  and  I  protest  that  that  lack  of 
foresight  and  lack  of  justice  should  not  be  countenanced  by  any 
intelligent  member  of  society ! 

I  profess  to  have  a  fair  degree  of  intelligence.  It  has  been 
proven  in  my  career  as  a  naval  officer  and  as  a  manufacturer,  and 
I  protest  very  strongly  against  the  increased  taxes  that  I  shall 
have  to  pay  in  my  communit}-,  in  order  that  the  government  of  the 
United  States  may  derive  some  benefit  from  the  investment  which 
people  make  in  the  local  bond  issue  or  the  state  bond  issue.  I 
think  it  is  a  very  poor  system  that  enables  the  general  government 
to  reach  its  hand  into  the  state  and  impose  an  added  burden  on  it. 

The  reason  that  many  corporations  have  tax-exempt  securities 
should  be  patent  to  anybody  who  looks  into  the  list  of  those  who 
own   them.     What   is   the   advantage   of   a   tax-exempt   security? 
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What  is  the  market  value?  Take  the  tax-exempt  securities  of  the 
United  States,  for  instance;  why  is  it  that  the  market  value  of  the 
one  bond  is  higher  or  lower  than  the  other  ?  Isn't  it  due  to  the 
fact  that  that  bond  can  be  sold  without  very  much  loss  to  the 
capital  that  was  invested  in  it? 

The  loss  that  was  sustained  by  people  who  invested  in  govern- 
ment securities  during  the  war  was  due  to  the  fact  that  the  par- 
ticular bonds  in  which  they  were  investing  were  not  totally  tax- 
exempt  ;  and  there  wouldn't  have  been  any  necessity  for  increasing 
the  rate  of  taxation  on  government  bonds  if  somebody  had  not 
gone  to  work  and  put  that  iniquitous  provision  in  the  law,  that 
you  could  buy  $5,000,  $10,000  or  $15,000  worth  of  bonds,  but  you 
could  not  buy  $50,000  worth  of  bonds. 

I  say  that  the  people  who  devised  that  scheme  were  the  short- 
sighted ones.  They  didn't  have  fundamental  sense  in  regard  to 
economics — and  I  therefore  protest  against  the  tax-exempt  security 
now  being  stimulated  by  government  in  its  kindly  provision  for 
improved  roads  and  various  other  things  which  require  the  states 
to  make  contributions  to  meet  the  government  dole  that  will  be 
passed  out  through  them  for  the  construction  of  roads  and  other 
purposes. 

IMr.  Wm.  R.  Green  :  I  don't  know,  Mr.  Chairman,  whether  I 
correctly  understood  Mr.  Williams  or  not,  but  if  I  did,  his  state- 
ment was  to  the  effect  that  Congress  might  now,  under  the  indi- 
vidual income  tax  amendment,  tax  what  we  commonly  refer  to  as 
tax-exempt  securities,  provided  they  are  issued  by  state  and  muni- 
cipal authorities.  If  so,  I  desire  to  state  that  that  matter  has  been 
passed  on  by  the  Supreme  Court.  I  don't  remember  the  title  of  the 
case — I  am  informed  it  was  the  case  of  Evans  against  Gore,  and 
in  that  case  the  Supreme  Court  decided  that  the  words,  "  from 
whatever  source  derived  "  did  not  include  any  additional  objects 
of  taxation  which  had  not  heretofore  been  under  the  federal  juris- 
diction, but  simply  removed  the  necessity  of  apportionment  of  taxes 
upon  the  several  states. 

He  also  referred  to  the  fact  that  if  this  income  tax  were  passed, 
it  would  immediately  raise  the  value  of  all  the  tax-exempt  securi- 
ties now  outstanding.  How?  If  those  who  now  hold  them  con- 
tinue to  hold  them,  they  will  derive  no  more  benefit  from  them 
than  they  now  get.  If  they  sell  them,  the  market  has  already  been 
saturated  with  tax-exempt  securities,  or  nearly  so ;  there  will  be 
no  market  of  that  kind.  Moreover,  if  they  were  to  sell  them  at  a 
profit,  they  would  have  to  pay  the  federal  government  something 
in  the  way  of  revenue,  notwithstanding  the  fact  that  the  tax- 
exempt  securities  themselves  were  exempt  from  taxation. 

I  was  very  much  interested  in  Mr.  Brewster's  remarks,  and  I 
want  to  say  that  there  has  been  talk  for  some  time  at  Washington 
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about  creating  a  new  board  of  appeals  and  review.  The  matter,  as 
I  stated  this  morning,  has  not  yet  assumed  any  definite  form,  and 
therefore  it  would  not  necessarily  supersede  the  board  of  which 
Mr.  Brewster  is  a  member.  The  intention,  if  this  board  were  pro- 
vided, would  be  to  have  it  composed  of  members  who  either  would 
occupy  the  office  for  a  term,  so  as  to  make  the  position  desirable, 
or  perhaps  during  good  behavior.  If  such  a  board,  or  court,  were 
created,  it  ought  to  be  one  of  standing  and  dignity,  so  that  the 
position  would  be  sought  for  by  those  who  value  somewhat  the 
honor  of  sitting  on  such  a  bench.  I  haven't  heard  that  matter 
referred  to  at  all  in  any  of  the  discussions.  I  should  be  glad,  as 
the  discussion  proceeds,  to  know  how  that  idea  appeals  to  the  mem- 
bers of  the  association. 

Mr.  \\'illiams  :  Mr.  Chairman ;  inasmuch  as  the  distinguished 
chairman  of  the  house  committee  on  ways  and  means  has  done  me 
the  honor  to  comment  upon  a  statement  or  two  which  I  made  a 
moment  ago — 

Chairman  Satterlee  :  ]Mr.  Williams,  I  am  afraid,  under  the 
rules,  we  shall  have  to  ask  you  to  make  your  remarks  after  all  others 
who  desire  to  speak  have  been  heard. 

Mr.  Williams  :  I  merely  want  at  least  to  assure  the  conference 
and  the  distinguished  chairman  that  I  was  not  unfamiliar  with  the 
decision  of  the  Supreme  Court  of  the  United  States,  in  the  case 
which  he  mentioned,  and  that  as  I  interpret  that  decision,  it  went 
off  on  the  constitutional  question  that  the  salary  of  a  Supreme 
Court  Justice  may  not  be  diminished  during  his  term  of  office. 

Chairman  Satterlee  :  Mr.  Williams,  we  should  like  to  hear 
from  you  later.     Is  there  any  further  discussion  from  the  floor? 

Mr.  Sayler  :  Mr.  Chairman,  there  is  one  phase  of  this  tax- 
exempt  security  situation  that  I  have  not  heard  mentioned,  and 
that  is  the  increased  cost  that  the  railroads  and  industrial  institu- 
tions and  public  utilities  have  had  in  distributing  securities,  since 
these  high  surtax  rates  have  gone  into  eft'ect.  Formerly,  in  mar- 
keting securities  that  had  anything  like  a  wide  distribution,  the 
investment  concerns  which  handled  them  were  able  to  sell  them  in 
rather  large  blocks,  and  consequently  it  was  done  at  a  lower  cost. 
But  with  the  high  surtax  rates,  the  unit  of  sales  has  decreased 
very  considerably,  and  whereas  formerly  they  might  speak  of  sell- 
ing in  blocks  of  10,  15  or  20  thousand  dollars,  they  now  speak  of 
five  hundred,  one  thousand  and  one  hundred.  I  am  not  sure  that 
you  all  recognize  the  fact,  that  most  of  the  issues  of  these  bonds 
are  now  issued  in  denominations  of  one  hundred,  five  hundred, 
and  one  thousand  dollar  bonds.  You  can  see  that  with  these  insti- 
tutions marketing  by  an  expensive  method  like  that  and  coming 
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into  competition  with  the  tax-exempt  securities,  it  practically  adds 
to  the  cost  of  production,  which  is,  in  a  sense,  carried  on  to  the 
people  who  consume  these  commodities. 

Some  years  ago  there  was  a  lawyer  in  my  home  town  who  wrote 
a  book,  in  which,  among  other  things,  he  made  this  statement:  So 
long  as  a  man  is  single,  there  are  many  by-paths  in  which  he  can 
innocently  wander;  but  when  he  is  married,  the  road  lies  long  and 
straight,  and  dusty,  to  the  grave.     (Laughter) 

I  sometimes  think  about  this  income  system  that  we  have  defi- 
nitely adopted,  as  the  main  method  of  raising  revenue  for  the 
national  government ;  that  however  dusty  the  road  may  be,  it  ought 
to  lie  long  and  straight  in  the  distance.  I  don't  have  any  sympathy 
with  the  sales  tax  or  a  spendings  tax,  so  called,  as  being  in  any 
sense  an  answer  to  this  problem  of  revenue,  and  I  sincerely  hope 
that  (while  I  believe  this  tax-exempt  evil  should  be  done  away 
with)  the  surtax  rates  will  be  lowered,  and  that  however  dusty 
the  road  may  be,  the  income  tax  will  lie  long  and  straight,  right 
on  to  the  end. 

Chairman  Satterlee  :  Mr.  Sayler,  isn't  it  true  also  that  bank- 
ing houses,  houses  issuing  securities,  have  had  to  charge  higher 
commissions  for  their  services  than  they  did  in  the  past? 

Mr.  Sayler  :  That  has  had  to  be  done. 

Mr.  McKenzie:  Mr.  Chairman;  the  distinguished  chairman  of 
the  ways  and  means  committee  has  asked  for  an  expression  of 
opinion  from  this  body  as  to  his  suggestion  of  the  definite,  perma- 
nent court  of  appeals  in  the  income  tax  department. 

The  Farm  Bureau,  for  which  I  speak,  has  given  that  matter 
attention,  and  that  has  been  one  of  the  recommendations  that  has 
been  made  by  our  body  for  two  successive  years. 

To  my  mind,  the  most  serious  dread  of  the  income  tax,  to  which 
we  are  committed,  is  the  dread  involved  in  the  inefficiency  in  the 
administration  of  that  tax.  As  a  matter  of  fact,  it  has  been  a 
question  in  the  minds  of  some  of  us  whether  the  opponents  of  that 
form  of  taxation  were  not  using  all  the  means  within  their  power 
to  discredit  the  administration  of  this  tax  and  thus  kill  it,  without 
incurring  any  serious  onus  themselves.  It  has  been  pointed  out 
over  and  over  that  no  tax  can  be  administered  where  you  cannot 
get  reasonably  prompt  settlements,  and  I  can  assure  the  gentleman 
that  in  so  far  as  our  organization  is  concerned,  his  suggestion 
would  meet  with  our  most  hearty  approval. 

Mr.  Mills:  I  just  wanted  to  supplement  what  the  speaker  be- 
fore the  last  said  with  reference  to  the  increased  costs  to  public 
utilities.  In  a  good  many  instances,  it  has  given  rise  to  some  very 
strange  situations.  For  instance,  there  is  a  record  of  one  town 
that  desired  to  have  a  new  railroad  station,  which,  under  normal 
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circumstances,  would  of  course  have  been  built  by  the  railroad, 
but  in  view  of  the  tax-exempt  situation,  the  town  found  it  more 
convenient  to  build  the  railroad  station  by  the  issue  of  tax-exempt 
securities,  and  then  lease  it  to  the  railroad.     (Laughter) 

There  are  many  cases  like  that  throughout  the  countr>-;  in  fact, 
some  of  the  municipal  and  local  borrowings  under  this  tax-exempt 
stimulus  have  been  nothing  short  of  fantastic.  They  seem  to  have 
gotten  it  into  their  heads  that  the  more  money  they  borrow,  the 
more  money  they  are  making. 

There  is  another  feature,  also,  with  reference  to  the  distribu- 
tion of  securities.  People  of  large  means  usually  have  also  the 
means  of  ascertaining  what  are  safe  investments  and  what  are 
not.  The  small  investor  who  buys  two,  three  or  four  thousand 
dollars  of  bonds  has  not.  In  the  old  days,  he  usually  bought  what 
were  considered  very  safe  securities — municipal  and  state.  Today 
you  will  find  a  very  strange  tendency  at  work,  which  is  exempli- 
fied by  what  the  previous  speaker  said.  When  industrial  and 
public  utility  securities  are  issued  today,  the  effort  is  not  made  to 
sell  them  to  the  large  investors,  so  that  the  large  investor  is  today 
buying  the  safe  securities  and  you  will  find  the  small  investor  buy- 
ing securities  that  he  ought  not  to  touch,  in  many  cases,  of  the 
more  speculative  character. 

Mr.  a.  E.  James  :  Mr.  Chairman,  this  matter  of  tax-exempt 
securities  has  appealed  to  me  for  a  long  time  as  the  one  great 
defect,  as  has  been  brought  out  this  afternoon,  not  only  in  the 
imminent  matter  of  the  federal  tax  but  in  our  general  adoption  of 
the  income  tax  by  states.  The  thing  that  has  surprised  me,  how- 
ever, has  been  the  insistence  that  we  must  amend  the  federal  con- 
stitution in  order  that  the  problem  may  be  solved. 

I  agree  with  Mr.  Green  that  the  case  of  Evans  against  Gore,  if 
it  has  done  anything  at  all,  has  definitely  closed  the  door  to  direct 
attack  through  legislation,  but  the  taxpayer  is  adroit  in  finding 
avenues  of  avoidance  of  tax,  and  I  know  of  no  reason  why  the 
government  should  not  be  equally  adroit  in  seeking  avenues  of 
escape  from  the  condition  in  which  it  finds  itself;  separate  and 
apart  from  the  question  of  constitutional  amendment.  More  power 
to  the  constitutional  amendment,  if  we  can  get  it  through,  but 
certainly  the  difficulty  in  getting  it  through  the  Congress  last  year 
was  no  encouraging  exhibition  to  those  who  hoped  to  see  the  tax- 
exempt  security  pass  away.  If  Congress  finds  difficulty  in  passing 
such  a  measure,  can  we  successfully  secure  the  favorable  action 
of  thirty-six  states?     I  have  my  doubts. 

In  the  meantime,  the  evil  is  imminent  and  it  has  seemed  to  me 
that  there  were  at  least  three  avenues  of  escape  for  Congress,  apart 
from  the  constitutional  amendment.  One  of  them  was  suggested, 
incidentally;   by   Mr.    Green   this   morning:   that   Congress   should 
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utilize  the  power — the  control  which  it  has  over  lawful  deductions — 
and  deny  to  the  taxpayer  who  has  income  from  tax-exempt  securi- 
ties a  deduction  equivalent  to  his  income  from  tax-exempt  securities. 

Another  device  which  has  always  appealed  to  me  as  entirely 
lawful  and  possible  would  be  to  take  the  tax-exempt  income  from 
the  bottom  of  the  surtax  schedule  instead  of  from  the  top.  At  the 
present  time  we  treat  that  income  as  totally  negligible;  we  ignore 
it  in  the  return.  It  has  never  seemed  to  me  that  there  was  any 
reason  why  Congress  could  not  predicate  the  rates  which  it  im- 
poses upon  taxable  income  upon  the  whole  body  of  income  re- 
ceived by  the  taxpayer.  In  other  words,  if  a  man  has  $300,000  of 
income,  $200,000  of  which  is  tax-exempt,  he  now  takes  $200,000 
off  the  top;  but  why  shouldn't  we  tax  the  $100,000  that  remains 
taxable,  at  the  maximum  rate  of  587c,  denying  him  all  of  the  ex- 
emptions and  deductions  that  he  now  gets  out  of  his  $100,000? 

In  the  third  place,  it  has  seemed  to  me  that  the  Green  amend- 
ment might  be  put  up  to  the  states  as  a  proposition  for  reciprocal 
legislation.  Why  shouldn't  Congress  pass  an  act  taxing  the  in- 
come of  the  securities  issued  by  the  State  of  New  York  and  its 
municipal  subdivisions,  at  such  time  as  the  State  of  New  York 
would  accept  the  proposal  and  reciprocally  tax  in  its  income  tax 
the  income  from  federal  bonds,  and  authorize  the  federal  govern- 
ment to  tax  the  income  of  New  York  State  bonds?  I  don't  be- 
lieve that  that  would  run  up  against  the  objection  of  lack  of  uni- 
formity, because  it  would  apply  to  any  individual,  wherever  he 
lived  in  the  United  States,  who  owned  a  New  York  State  bond. 

It  has  seemed  to  me  that  some  measures  ought  to  be  sought,  and 
sought  earnestly,  in  Congress,  to  stop  the  thing  now,  and  to  hit  at 
the  vast  body  of  securities  that  are  already  outstanding,  as  well  as 
those  which  are  to  come.  These  securities  have  been  bought  by 
men  of  means,  with  deliberate  intent  to  avoid  the  tax,  legally  and 
properly.  The  door  was  open  to  them.  There  is  no  criticism  to 
be  attached  to  them,  but  neither  is  there  any  criticism  to  be  at- 
tached to  Congress  if  it  can  within  the  law  find  a  way  to  reach 
into  this  avenue  of  escape  and  drag  the  escaping  gentlemen  back 
into  the  tax  fold. 

Mr.  E.  E.  Wakefield,  Jr.  :  ^Ir.  Chairman,  I  have  only  a  ques- 
tion, and  that  is  whether  Mr.  Brewster  would  care  to  say  anything 
in  explanation  of  the  difficulty  of  the  unpublished  rulings  of  the 
bureau  of  internal  revenue,  to  which  Dr.  Adams  referred  this 
morning? 

Mr.  Brewster  :  I  think  Dr.  Adams'  point  is  well  taken.  We 
have,  for  instance,  in  the  committee  on  appeals,  reviewed  some 
4,200  decisions,  and  only  about  10%  of  those  are  published. 

I  want  to  say  further,  however,  that  one   of  the  difficulties  in 
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connection  with  the  operation  of  the  present  non-statutory  body, 
the  Committee  on  Appeals  and  Review,  is  the  fact  that  we  have 
no  statutory  jurisdiction  and  therefore  we  cannot  prescribe,  as  a 
court  can  prescribe,  a  simple  and  definite  and  direct  procedure. 

I  feel  that  there  is  good  argument  to  be  made  for  the  granting 
of  such  jurisdiction  to  some  quasi -judicial  body,  or  perhaps  a 
complete  judicial  body,  and  after  such  a  body  can  be  made  to 
function,  I  feel  that  the  taxpayers  are  entitled  to  every  decision 
which  is  rendered  as  such,  and  not  to  ten  per  cent  of  them.  Of 
course,  every  court  hands  down  memoranda  opinions,  and  in  a 
great  many  instances  the  decisions  of  the  committee  are  mere 
repetitions.  In  such  case  it  would  be  a  waste  of  time  to  ask  the 
members  of  the  committee  to  prepare  a  lengthy  memorandum 
which  is  simply  a  reiteration  of  a  previous  decision;  but  where 
a  new  point  of  law  or  a  new  question  of  practice  in  accountancy 
is  raised.  I  believe  that  the  committee  should  prepare  a  decision 
which  is  suitable  to  be  published  and  digested,  and  that  all  of  those 
decisions  should  go  to  the  taxpayers. 

I  might  say  that  within  the  last  month  we  have  attempted  to 
work  out  a  scheme  of  coordination  with  the  Unit,  whereby  those 
decisions  which  the  committee  recommends  for  publication  to  the 
Unit  will  also  be  recommended  for  publication  in  the  Bulletin. 
This  will  approximate  the  thing  that  I  suggest. 

Mr.  S.  S.  Kalisher:  I  should  like  to  ask  ^Mr.  Brewster  a  ques- 
tion. Has  the  bureau  adopted  the  policy  of  advising  a  taxpayer 
when  he  has,  through  error,  overpaid  a  tax,  and  will  he  receive  a 
refund? 

Mr.  Brewster:  That  is  a  matter  that  comes  before  the  solici- 
tor's office,  as  does  any  matter  of  claims,  which  I  feel  is  somewhat 
outside  of  my  jurisdiction. 

Mr.  Green  :  I  think  they  have  taken  that  course  of  late,  al- 
though formerly  they  were  not  so  handled. 

Chairman  Adams:  I  want  Mr.  Brewster  to  understand  my 
point.  I  don't  believe  that  it  is  desirable  to  publish  decisions 
which  are  repetitions.  I  am  rather  inclined  to  think  that  the  pub- 
lication of  decisions  in  particular  cases  has  rather  been  overdone. 
However,  the  thing  that  I  object  to  is  the  taking  of  definite  atti- 
tudes on  abstract  questions  and  having  those  used  as  precedents, 
without  giving  the  taxpayer  the  advantage  of  knowing  of  them. 

For  instance,  I  was  arguing  with  two  of  Mr.  Brewster's  men 
some  time  ago,  a  perfectly  clear-cut,  definite  question  of  law,  and 
I  had  industriously  and  faithfully  hunted  the  precedents  down,  in 
order  to  arrive  at  a  statement  of  the  case.  At  the  conclusion  of 
the  argument — and.  by  the  way,  the  reviewer  was  good  enough  to 
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say  that  he  thought  the  brief  was  the  best  he  had  ever  had  come 
before  him,  and  so  on — I  was  told  that  that  was  al!  right,  but  the 
point  had  been  ruled  on  in  a  memorandum  decision  which  hadn't 
been  published.  Here  was  an  absolutely  definite  question :  Why 
should  the  department  hesitate  to  place  their  attitude  before  the 
public  ? 

Now  I  am  going  to  cite  an  even  worse  case.  One  man  in  an- 
other department  flashed  a  three-page  memorandum  of  similar 
rulings  before  me.  That  reflects  (my  principal  criticism  being 
this  one)  a  wholly  wrong  attitude  in  respect  to  this  question. 
What  I  want  really  is  the  general  circulation  of  decisions  when 
they  are  adopted  for  internal  use  in  the  department. 

I  want  to  say  one  word  about  the  question  which  has  been  de- 
bated here,  as  to  whether  it  would  be  a  wise  thing  to  repeal  the 
exception  which  now  exists  in  the  law  in  favor  of  interest  derived 
from  state  and  municipal  bonds.  We  all  understand  the  case  of 
Evans  and  Gore.  Nine  lawyers  out  of  ten  believe  with  Mr.  James 
and  Representative  Green,  that  it  definitely  closes  this  point.  The 
Supreme  Court,  however,  has  not  definitely  ruled  on  the  question 
of  tax-exempt  bonds. .  That  is  the  one-tenth  chance.  I  regard  it 
as  much  less  than  one-tenth,  but  rather  not  more  than  one-fiftieth. 

This  argument  will  unquestionably  be  used  later  on,  if  the  Con- 
gress adopts  this  Green  amendment  and  it  goes  before  the  states. 
It  takes,  let  us  say,  five  years  to  adequately  discuss  it.  People  -will 
say,  if  we  keep  the  federal  law,  that  the  federal  government  has 
been  morally  committed  to  recognize  the  exemption  of  the  exist- 
ing bonds.  I  think  if  Congress,  after  careful  consideration,  thinks 
with  Mr.  James,  that  the  owners,  persons  who  have  purchased 
state  and  municipal  bonds,  up  to  the  ratification  by  three-fourths 
of  the  states,  of  the  proposed  amendment,  are  not  morally  entitled 
to  this  exemption,  it  ought  to  say  so.  I  think  that  point  is  real. 
There  is  just  the  chance,  in  addition,  of  the  Supreme  Court  re- 
considering its  action,  as  it  did  in  the  income  tax  decision. 

In  conclusion,  I  want  to  endorse  what  Mr.  James  said;  that  a 
variety  of  these  partial  expedients — and  there  are  some  of  them 
which  are  exceedingly  helpful — should  have  very  careful  consid- 
eration by  Congress  and  that  as  many  as  appeal  to  them,  after 
such  consideration,  should  be  adopted  immediately. 

I  think  it  is  like  the  old  and  very  familiar  situation  of  the  lady 
who  telegraphed  her  husband  that  his  mother-in-law  was  dead  and 
inquired  whether  they  should  bury  her,  put  her  in  the  vault,  or 
cremate  her ;  and  she  received  that  old  and  famous  reply :  "  Let 
there  be  no  doubt  on  this  question ;  bury  and  cremate  her  and  put 
her  in  the  vault."     (Laughter) 

Judge  Simms:  That  very  able  paper  presented  by  Mr.  Mills 
was,  of  course,  interesting  and  impressive  to  all  of  us;  in  fact,  it 
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was  convincing  from  his  standpoint,  but  sometimes  professional 
men  and  experts  become  overzealous  in  the  advocacy  of  an  idea. 
For  instance,  in  his  prefatory  statements  to  the  main  discussion 
emphasis  was  placed  upon  the  fact  that  enormous  expenditures, 
both  by  the  federal  government  and  the  state  governments,  have 
been  necessary  through  the  past  few  years,  and  that  millions  of 
dollars  of  securities  are  now  on  the  market,  and  that  we  may 
expect  further  non-taxable  securities.  But  just  in  that  connection 
I  want  to'make  this  suggestion  to  the  association:  Let  us  not  forget 
a  few  fundamental  facts  as  to  the  reason  for  this  enormous  in- 
crease in  the  cost  of  government — state  and  federal. 

In  the  first  place,  we  know,  for  reasons  that  are  obvious  to  us  all, 
that  money  has  low  purchasing  power,  compared  with  what  it  had 
in  1913.  In  discussing  these  budgets,  we  sometimes  overlook  the 
fact  that  not  only  have  our  personal  budgets  increased  many  fold 
since  1913,  but  our  governmental  budgets  have  likewise  increased; 
and  the  fact  that  these  bonds  are  being  issued  and  that  currency 
is  being  issued  upon  the  notes  of  farmers  throughout  the  West  and 
certified  up  to  the  reserve  banks,  cheapens  our  currency,  and  it  is 
going  to  get  cheaper  probably  for  the  next  few  years.  (I  hope 
not.)     We,  however,  overlook  these  facts. 

There  is  another  reason.  This  country,  during  the  war  period, 
had  gotten  very  much  behind  in  its  program  of  development — in 
schools,  roads,  enlargement  of  all  of  its  institutions;  we  had 
lagged  in  that  respect.  There  had  been  depreciation  in  govern- 
ment buildings  and  absolutely  necessary  improvements  apparently 
had  been  neglected.  Therefore,  we  must  meet  this  condition,  and 
it  takes  more  money  to  do  it.  I  think  that  the  membership  of 
this  association,  when  they  go  to  their  respective  homes,  ought  to 
educate  the  public  to  the  fact  that  we  must  meet  these  conditions, 
which  are  the  result  of  delay  and  neglect.  Necessarily,  that  money 
has  lower  purchasing  power  and  the  government  needs  more 
money,  the  same  as  individuals,  to  buy  the  necessities  of  govern- 
ment. 

I  wanted  to  sound  that  word  of  caution.  Let  us  not  overlook 
those  fundamental  economic  facts. 

The  second  proposition  is,  to  use  that  "  highbrow "  phrase,  "  a 
difference  without  a  distinction,"  and  it  may  be  due  to  obtuseness 
on  my  part:  I  confess  that  I  do  not  pose  as  an  expert,  I  haven't 
given  it  great  thought,  but  the  proposition  is  to  pay  higher  rates 
of  interest  on  government  securities  and  remove  the  exemption  of 
tax-exempt  securities.  I  can't  see  the  difference  between  paying 
a  higher  rate  of  interest  and  allowing  a  lower  rate  of  tax.  In 
other  words,  you  collect  a  tax  to  pay  to  the  purchasers  of  govern- 
ment securities. 

This  country,  since  its  creation,  has  recognized  the  principle  of 
23 
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exemption  of  government  securities  from  taxation.  I,  for  one,  am 
slow,  gentlemen,  to  believe  that  our  forefathers  and  our  imme- 
diate ancestors  and  statesmen  of  the  present  day  have  all  been  in 
error  on  this  great  question.  For  that  reason,  if  for  no  other,  we 
certainly  should  proceed  with  caution  and  deliberation  in  consider- 
ing this  great  question. 

Mr.  Russell  Lee  Bradford:  I  just  wanted  to  say  this  with 
reference  to  the  suggestion  made :  That  if  we  try  the  one-fiftieth 
of  a  chance,  alluded  to.  by  having  Congress  pass  an  act  now  taxing 
tax-exempt  securities,  it  is  possible  that  the  matter  will  not  be 
covered  even  in  this  way.  Assuming  that  the  courts  will  hold  that 
tax-exempt  securities  of  the  states  under  this  supposed  act  would 
be  subject  to  tax,  and  that  such  an  act  of  Congress  was  not  repug- 
nant to  any  portion  of  the  Constitution  of  the  United  States,  it 
would  still  leave  the  states  unable  to  impose  a  tax  upon  federal 
bonds,  because  the  act  could  not,  and  certainly  should  not,  in  taxing 
the  state  bonds  give  to  the  states  the  right  to  tax  federal  bonds 
except  so  far  as  Congress  waived  the  limitation  for  future  federal 
issues.  Therefore,  the  states  could  not  undertake  to  tax  the  fed- 
eral bonds  except,  of  course,  with  the  consent  of  Congress.  The 
chances  are  that  then  the  securities  already  issued  would  have  just 
that  much  of  an  advantage  in  saving  the  tax  to  the  taxpayer  that 
would  be  or  could  be  imposed  by  the  states. 

I  merely  wanted  to  point  out  that  I  am  rather  impressed  with 
the  fact  that  an  act  of  Congress  will  not  cover  the  situation,  and 
that  the  amendment  proposed  is  not  highly  desirable  but,  as  Mr. 
]\Iills  trenchantly  expressed  it,  is  insistently  urgent. 

Mr.  Wall  (Virginia)  :  Mr.  Chairman :  At  the  request  of  the 
Governor  of  Virginia,  I  have  made  some  detailed  study  of  this 
subject,  and  my  conclusions  so  far  are  at  variance  with  the  con- 
clusions reached  by  a  number  of  gentlemen  who  have  spoken  here 
this  afternoon.  If  I  am  in  error,  I  want  to  be  corrected.  If, 
however,  my  views  are  in  the  main  correct,  then  the  constitutional 
amendment  is  a  very  bad  proposition. 

The  objections  to  this  amendment,  I  think,  come  under  two 
general  heads:  First,  objection  to  the  substance.  Second,  objec- 
tion to  the  form.  Objection  to  the  substance  is  double:  First, 
the  principle  involved  is  wrong,  and  second,  the  policy  I  believe 
is  wrong. 

The  house  of  representatives  considered  the  question  of  policy, 
largely.  Their  discussions  were  qualitative.  Hearings  before  the 
senate  committee  on  the  judiciary  were  quantitative  in  their  nature, 
and  I  want  to  say  that  I  believe  there  is  considerable  material  in 
these  senate  hearings,  which,  if  you  gentlemen  have  not  already 
read,  might  be  of  interest  to  you.     I  have  a  few  copies  of  these 
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hearings  and  shall  be  delighted  to  mail  a  copy  to  any  gentleman 
here  present  who  will  be  kind  enough  to  give  me  his  card  or  his 
name  and  address. 

One  of  the  most  important  things  that  developed  in  the  senate 
hearings  was  a  statement  by  the  secretary  of  the  treasury,  showing 
the  distribution  of  tax-exempt  securities  among  the  various  in- 
come classes.  He  shows  that  the  surtaxable  classes  get  $67,000,000 
worth  of  income  from  state  and  local  bonds  and  $37,000,000  worth 
of  income  from  non-taxable  federal  bonds. 

I  have  prepared  a  table,  based  upon  his  figures,  showing  the  dis- 
tribution of  these  bonds  and  the  amount  of  taxes  which  would  be 
paid  if  they  were  taxed.  These  tables,  which  I  will  ask  to  have 
inserted  in  the  record,  show  that  if  the  state  and  local  bonds  were 
surtaxable,  the  amount  of  surtaxes  collected  by  the  government 
would  be  $15,000,000;  that  is  all. 

Mr.  Mills.  I  believe,  and  all  of  the  other  gentlemen  who  have 
spoken,  recognize  the  fact  that  so  far  as  the  normal  tax  is  con- 
cerned, the  difterence  in  the  price  of  the  bond  makes  up  for  its 
non-taxable  feature.  I  think  that  the  difference  in  the  price  of 
the  bond  makes  up  for  a  great  deal  more  than  this.  The  only  thing 
is,  that  the  government  is  not  collecting  $15,000,000  worth  of  taxes 
that  it  might  collect  if  this  amendment  is  passed,  and  I  submit  in 
all  seriousness  that  $15,000,000  is  too  small  an  amount  to  bother 
with  a  constitutional  amendment. 

With  regard  to  the  form  of  the  amendment,  this  I  think  would 
be  very  detrimental  to  the  states,  because  the  amendment  as  pro- 
posed and  passed  by  the  house  would  allow  discriminatory  taxation 
against  state  and  local  bonds.  That  is  a  legal  question,  the  de- 
velopment of  which  is  not  permitted  by  the  time  this  afternoon. 

However,  in  these  senate  hearings,  that  question  is  rather  fully 
gone  into,  and  I  should  like  each  of  you  gentlemen  who  is  inter- 
ested in  this  subject  to  read  those  hearings  carefully,  to  consider 
the  question,  and  to  come  to  Washington — a  hearing  is  going  to  be 
held  again  before  the  house  committee  —  prepared  to  state  what 
effect  this  amendment  will  have  upon  j-our  state.  If  the  amend- 
ment is  going  to  be  good,  let  us  pass  it.  If  it  is  going  to  be  bad, 
let  us  be  there  and  be  ready  to  tell  the  gentlemen  of  the  Congress 
precisely  what  our  objections  are. 

At  the  senate  hearings,  I  was  very  much  impressed  by  a  question 
which  the  senator  from  Rhode  Island  —  Senator  Colt  —  asked  a 
gentleman  who  made  a  first-class  jurist's  speech  with  regard  to  the 
abolition  of  these  tax-free  securities.  The  senator  asked  this 
question :  "  Do  you  think  that  the  members  of  the  organizations 
which  you  represent  have  given  this  complicated  and  intricate 
question,  involving  as  it  does  an  entire  change  in  our  national 
fiscal  policy,  that  degree  of  detailed  study  and  inquiry  as  to  the 
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fundamental  economic  conditions,  so  that  you  can  say  that  the  com- 
mittee ought  to  attach  much  weight  to  your  conclusions?" 

That  question,  it  seems  to  me,  strikes  at  the  very  root  of  the 
matter,  and  until  we.  each  one  of  us,  gives  that  detailed  consid- 
eration to  this  question,  I  don't  think  that  what  we  say  has  very 
much  weight. 

TABLE  I 

Showing  the  Amount  of  Income  Received  from  Investments   (Interest, 
Dividends,  etc.),  the  Amount  Received  as  Interest  on  State  and  Mu- 
nicipal Obligations,  and  the  Amount  Received  from  Federal 
Obligations  Wholly  Exempt  from  Taxation  Divided 
According  to  the  Income  Classes 


Income 

Class 

(goo  omitted) 


$5-    6, 

6,-     7. 

7,-     8, 

8,-    9, 

9,-  lo, 

lo,-   II, 

II  -    12, 

12,-    13, 

H-  15. 

15,-  20, 

20,-  25, 

25.-  30. 
30,-  40. 
40,-  50, 

50,-  60, 

60,-  70, 

70,-  80, 

80,-  90, 

90,-100, 

100,-150, 

150,-200, 

200,  &  over 


Total  income 

Income 

received  from 

from 

investments 

state  and 

(interest  divi- 

municipal 

dends,  etc) 

obligations 

^173.379.914 

$3,260,072 

146,984,905 

3.579.012 

124,427,597 

2,751.914 

111,006,013 

2,368,929 

101,837,601 

2,025,246 

107,299,477 

1,701,858 

85.593.522 

1,558,101 

79,406,425 

1,456,608 

72,886,720 

1,114,690 

69.270,394 

1,086,762 

290.937.273 

4.808,573 

230,719,060 

3,284,812 

178,520,342 

3,008,805 

268,084,446 

4.556.759 

197,911,369 

3.278,211 

151,286,494 

2,454,805 

116,259,184 

2,174.197 

88,967,320 

1.946,835 

70,156,125 

1,424,900 

56,277,405 

1,500.841 

179,241,145 

4.639.323 

70,909,096 

2,545.723 

318,679,418 

11.398,736 

$2,363,880,280 

$67,925,712 

Income 

Per- 

from 

centage 

federal 

obligations 

1.88 

$806,397 

2.43 

881,404 

2.29 

695.657 

2.13 

539.042 

1.98 

569,990 

1.58 

493.771 

1.82 

411,007 

1.83 

393.263 

1-52 

357.317 

1.56 

317,164 

1.65 

1,628,697 

1.42 

1,200,925 

1.68 

1,001,604 

1.69 

1,707,681 

1.6S 

1,658,792 

1.62 

1.305.306 

1.87 

1,133.106 

2.18 

1,024,237 

2.03 

797,526 

2.66 

1,016,534 

2.58 

3.643,759 

3-59 

2,671,969 

3-57 

13.304.312 

2.87 

^37.559.460 

Per- 
centage 


Aggre- 
gate 
per- 
centage 


2.34 
3.02 
2.84 
2.61 

2.53 
2.04 

2.30 
2.32 
2.01 
2.01 
2.20 
1.94 
2.24 
2.32 
2.48 
2.48 
2.84 
3-33 
3-i6 
4.46 
4.61 
7-35 
7-74 


1.58 


4-45 


Note  :  The  basic  figures  for  this  table  are  taken  from  Table  7,  page  58,  Sta- 
tistics of  Income,  1920,  and  from  the  table  furnished  by  the  Secretary  of  the 
Treasury  to  the  Committee  on  the  Judiciary,  February  16,  1923,  Senate  Hear- 
ings on  Tax-Exempt  Securities. 
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TABLE  II 

Showing  the  Amount  of  Income  Receh-ed  as  Interest  on  Obligations  of 
States  and  Territories  and  as  Salaries  Recei^d  from  States  and  Terri- 
tories BY  Persons  in  Each  of  the  Surt.\x  Classes,  and  also  Showing 
the  Percentage  of  such  Surtaxable  Income  Receiatd  by  Persons  in 
Each  Class,  and  the  Maximum  Amount  of  Surtax  Assessable  Thereon 
under  the  Rates  in  Force  during  the  Year  1922. 


Per  cent  of 

Highest 

Income 

Income  from 

total  income 

Inverse 

surtax 

Class 

states  and 

from  this 

Cumulative 

cumula- 

rate ap- 

Maximum tax 

(000 

territories 

source  re- 

per cent 

tive  per 

plicable 

collectible 

omitted) 

(interest  and 
salaries) 

ceived  by 
class 

cent 

to  class, 
1922 

1922 

$S^-   J?6. 

$3,260,072 

4.79946 

4.79946 

95.20054 

Nil 

6,-      8, 

6,330,926 

9.32036 

14.11982    85.88018 

'i 

^63,309.26 

8-    10, 

4,394,175 

6.46908 

20.58890 

79.41  no 

^% 

43,941-75 

10,-    12, 

3'259,959 

4-79930 

25.38820 

74.61180 

2% 

65,199.18 

12,-    14, 

2,571,298 

378545 

29.17365 

70.82635 

3% 

77,138-94 

14,-    15, 

1,086,762 

1.59992 

30.77357 

69.22643 

4% 

43.470.48 

15,-    20, 

4,808,573 

7.07916 

37-85273 

62.14727 

6% 

288,514.38 

20,-    25, 

3,284,812 

4.83588 

42.68861 

57-3"39 

10% 

328,481.20 

25,-   30, 

3,008,805 

4.42955 

47.I1816 

52.88184 

12% 

361,056.60 

30,-   40, 

4,556.759 

6.70844 

5^.82660 

46.17340 

17% 

774,649.03 

40-   50, 

3,278,211 

4.82618 

58.65278 

41.34722 

22% 

721,206.42 

50,-   60, 

2,454,805 

3.61396 

62.26674 

37-73326 

27% 

662,797.35 

60,-    70, 

2,174,197 

3.20085 

65.46759 

34-53241 

32% 

695743-04 

70,-   80, 

1,946,835 

2.86613 

68.33372 

31.66628 

37% 

720,328.95 

80,-   90, 

1,424,900 

2.09774 

70.43146 

29.56854 

42% 

598.458.00 

90,-  TOO, 

1,500,841 

2.20954 

72.64100 

27.35900 

47% 

705.395-27 

ICO,-  150, 

4,639,323 

6.83000 

79.47100 

20.52900 

48% 

2,226,875.04 

150,-200, 

2,545.723 

3-74781 

83.21881 

16.78119 

49% 

1,247,404.27 

Over  200, 

11,398,736 

16.78119 

100.00000 

00.00000 

50% 

5.699.368.00 

67,925,712 

«'5,323,337-i6 

Note:  The  basic  figures  for  this  table  are  taken  from  the  table  submitted  by 
Edward  White,  Esq.,  Head  of  the  Statistical  Division,  Income  Tax  Unit,  and 
transmitted  by  the  Hon.  A.  W.  Mellon,  Secretary  of  the  Treasury,  to  the  Senate 
Committee  on  the  Judiciary,  with  his  letter  of  February  16,  1923,  to  that 
Committee. 

Chairman  Satterlee:  I  am  afraid  that  we  shall  have  to  close 
the  discussion,  but  I  should  like,  by  strong-arm  method,  to  take 
advantage  of  my  position  here  as  chairman,  to  make  a  remark  or 
two  about  this  same  subject  which  has  been  discussed  this  after- 
noon and  w^hich  Dr.  Adams  spoke  of  this  morning  and  again  this 
afternoon — the  matter  of  the  publication  of  internal  rulings  of  the 
internal  revenue  bureau. 
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Possibly  there  is  no  one  here  present  who  knows  quite  as  much 
of  the  genesis  of  the  present  internal  revenue  bulletins  as  I  do. 
I  spent  something  like  three  months  and  a  half,  beginning  on  the 
first  of  January,  1919,  in  intensive  work  on  the  preparation  of  the 
Regulations  under  the  Revenue  Act  of  1918,  which  was  then  in 
course  of  passage,  and  as  a  result  of  that  work — and  I  devoted  my 
entire  time  to  it,  and  no  one  else  that  I  know  of,  did  devote  his 
entire  time  to  it,  so  I  ought  to  have  been  able  to  derive  some  ideas 
from  it  at  any  rate — I  was  convinced  that  a  very  definite  thing 
should  be  done  by  the  internal  revenue  bureau  in  the  future,  which 
was  this :  Old  Regulations  33,  revised,  as  those  of  you  who  are 
familiar  with  them  know,  were  originally  in  possibly  somewhat 
coherent  form,  but  were  added  to  and  patched  from  time  to  time, 
so  that  when  the  preparation  of  the  Regulations  under  the  1918 
act  had  to  be  taken  up,  we  had  as  our  basis  a  very  haphazard 
collection  of  regulations  in  the  shape  of  Regulations  33,  revised, 
as  added  to  from  time  to  time  by  treasury  decisions  and  solicitor's 
opinions. 

When  I  got  through  with  the  work  I  did  on  Regulations  45,  I 
prepared  a  memorandum  which  I  filed  with  commissioner  Roper, 
and  which  I  suppose  is  still  in  the  archives  of  the  treasury  depart- 
ment, recommending  a  procedure  which,  in  the  light  of  subsequent 
experience,  I  am  more  than  ever  convinced  is  the  proper  procedure. 
My  suggestions,  although  considered  at  the  time,  were  sidetracked, 
because  it  was  thought  easier  to  publish  the  bulletins  in  somewhat 
the  form  in  which  they  have  since  been  published,  but  the  evils 
which  I  foresaw  then,  and  which  I  know  I  mentioned  in  my  memo- 
randum, have  resulted. 

A  great  many  rulings  naturally  are  of  such  a  character;  the 
facts  involved  are  of  such  a  nature,  that  they  cannot  be  published, 
in  view  of  the  prohibition  against  publishing  information  with 
respect  to  taxpayers'  returns.  There  may  be  a  case  the  decision 
in  which  is  important,  but  to  explain  the  decision  it  is  necessary 
to  publish  facts — give  away  very  secret  information.  That  is  one 
difficulty  with  the  bulletins  in  their  present  form.  To  obviate  that, 
and  also  realizing  that  while  there  were  a  number  of  men  in  the 
bureau  who  were  perfectly  competent  to  make  decisions  and  whose 
business  it  was  to  make  decisions,  there  was  no  one  man  or  group 
of  men  in  the  bureau  whose  business  it  was  to  put  those  decisions 
into  general  form,  so  that  they  could  apply  to  all  states  of  facts 
that  arose,  I  suggested  to  Commissioner  Roper  that  he  appoint, 
preferably  one  man  of  good  education  (because  I  happened  to  be 
a  lawyer  myself  and  therefore  favored  lawyers,  I  suggested  that 
it  ought  to  be  a  lawyer,  and  I  still  think  so)  whose  sole  business 
would  be  to  read  over  the  rulings  and  recommendations  of  the 
advisory  tax  board   (committee  on  appeals  and  review,   it  after- 
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ward  became)  and  of  the  Income  Tax  Unit  itself,  and  to  put  those 
decisions,  where  they  involved  new  points,  into  coherent  form,  to 
be  added  in  an  orderly  way  to  Regulations  45,  as  it  then  was, 
either  in  the  shape  of  additions  to  existing  articles,  or  in  the  shape 
of  new  articles,  so  that,  in  other  words,  a  sort  of  digester  of  the 
law  would  be  available.  As  these  decisions  were  put  in  this  orderly 
form  by  a  man  whose  business  it  was,  not  to  make  decisions  but 
simply  to  interpret  them,  subject  to  the  approval  of  the  commis- 
sioner and  the  secretary  of  the  treasury,  there  would  grow  up  an 
orderly  body  of  law  which  would  embrace  all  the  statutory  con- 
struction and  administrative  procedure  followed  by  the  internal 
revenue  bureau. 

Instead  of  that,  we  now  have  regiilations  which,  while  supposed 
to  be  supreme,  so  far  as  the  internal  revenue  bureau  is  concerned, 
have  really  been  so  interpreted  out  of  shape  by  recommendations, 
say,  of  the  advisory  tax  board  or  of  the  commissioners  of  revenue 
or  by  solicitor's  opinions,  that  you  hardly  recognize  the  regulations 
themselves,  with  the  result  that  we  often  run  into  the  situation, 
that  even  where  we  know  of  public  rulings  and  can  get  at  them, 
and  we  think  that  our  position — I  am  speaking  now  of  taxpayers — 
is  supported  by  the  formal  regulations  approved  by  the  secretary 
of  the  treasury-,  we  are  yet  defeated,  because  there  are  informal 
recommendations  of  the  committee  on  appeals  and  review,  or  solici- 
tor's opinions  which  should  properly  have  no  weight,  as  against 
the  formal  regulations,  but  which,  as  a  matter  of  fact,  are  followed 
by  the  Income  Tax  Unit,  in  preference  to  the  more  general  lan- 
guage of  the  formal  regulations. 

So,  without  going  more  into  it,  I  still  think  that,  in  line  with 
what  has  been  suggested  as  to  a  court  of  appeals  within  the  bureau, 
there  should  be  either  a  single  man  or  a  committee  of  men  whose 
sole  business  it  should  be  to  put  in  form,  for  presentation  to  the 
public,  the  gist,  the  substance  of  the  rulings  of  the  various  depart- 
ments, divisions  and  committees  of  the  bureau  as  they  come  out. 

I  resign  the  chair  to  Dr.  Adams,  so  that  the  report  of  the  com- 
mittee on  resolutions  may  be  presented. 

Chairman  Adams  :  The  conference  will  now^,  unless  there  is 
objection,  consider  the  report  of  the  resolutions  committee. 

Mr.  Tobin  :  I  believe  that  under  your  rules,  the  committee  report 
must  come  in  at  one  meeting  and  be  acted  upon  at  the  succeeding 
meeting.  My  only  reason  for  raising  the  point  is  that  there  are  a 
number  of  men  I  know  who  are  more  or  less  interested  in  the 
report  of  the  committee  on  resolutions  and  who  would  like  to  be 
heard  but  have  had  no  notice  that  it  would  be  considered  at  this 
meeting. 

Chairman  Adams  :  Supposing  we  have  the  report  of  the  com- 
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mittee  on  resolutions  merely  read.  If  those  who  oppose  it  or  are 
disposed  to  think  it  proper  that  they  should  stand  on  their  technical 
rights  feel  that  way,  we  won't  interfere,  ^Nlr.  Tobin. 

Judge  Leser:  Mr.  Chairman,  there  was  an  announcement  by 
^Ir.  Link  at  this  morning's  session,  that  the  committee  report  would 
be  rendered  this  afternoon. 

Mr.  Lixk:  Mr.  Chairman;  on  behalf  of  the  committee  on  reso- 
lutions, I  would  say  that  we  certainly  do  not  want  to  go  counter 
to  the  rules,  and  if  you  desire  to  put  over  the  report  of  the  com- 
mittee, we  might  have  the  report  put  over  until  this  evening's 
session  and  submit  it  then. 

Mr.  Tobin:  If  we  go  back  into  the  history  of  this  association, 
one  of  the  great  difficulties  has  been  the  matter  of  resolutions,  be- 
cause resolutions  have  been  brought  forward  at  the  last  session  of 
a  conference  and  acted  upon  when  not  all  the  members  in  attend- 
ance were  present.  The  mere  matter  of  a  trip  to  the  mines  should 
not  prevent  our  bringing  these  resolutions  before  us  in  proper 
order.  I  feel  that  the  resolutions  can  be  properly  acted  upon  in 
due  course  at  tonight's  session,  so  that  everybody  will  have  at  least 
notice  to  the  effect  that  they  did  come  in  at  this  meeting  and  that 
they  were  to  be  taken  care  of  at  the  next  session. 

I  don't  want  to  raise  a  technical  point,  but  I  raise  the  point 
because  I  believe  it  is  for  the  best  interest  of  the  association  and 
for  the  good  of  the  conference  that  is  held  by  the  association  yearly. 

Mr.  G.  Lord:  Mr.  Chairman,  I  rather  think  that  I  smell  the 
steam  here.  To  lay  action  on  these  resolutions  over,  because  of  a 
technicality  seems  rather  inconsistent,  especially  when  it  is  known 
that  quite  a  number  of  the  delegates  here  are  in  favor  of  the 
majority  report  whereas  there  is  opposition  to  one  of  the  resolu- 
tions at  least,  and  the  delegates  in  favor  of  the  majority  report 
have  purchased  their  tickets  and  secured  reservations  and  intend 
to  leave  White  Sulphur  Springs  for  their  homes  tonight  and  would 
hardly  be  prepared  to  come  in  here  and  defend  the  majority  report. 

Technically,  perhaps  you  are  right  about  that.  Dr.  Adams,  but 
it  does  not  seem  to  me  that  my  friend.  Mr.  Tobin,  would  seriously 
object  to  taking  up  these  resolutions  this  afternoon. 

A  copy  of  the  majority  report  was  furnished  Mr.  Colladay,  and 
Mr.  Tobin  read  the  report  early  this  afternoon. 

Mr.  Tobin  :  I  think  you  are  assuming  a  whole  lot,  Mr.  Lord,  in 
saying  that.  I  haven't  seen  the  majority  report  yet,  so  don't  charge 
me  with  something  I  haven't  seen. 

Mr.  G.  Lord  :  Well,  I  beg  your  pardon. 

Mr.  Colladay  :  jMr.  Chairman ;  a  point  of  order :  I  would  sug- 
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gest  (as  I  am  a  member  of  the  sub-committee,  and  as  Mr.  Lord 
has  done  me  the  honor  to  mention  my  name)  that  the  report  be 
read  and  then  any  further  objections  be  received,  and  that  we  do 
not  enter  into  debate  on  something  that  has  not  even  been  read. 

Chairman  Adams  :  I  think  the  point  is  well  taken.  We  will 
hear  the  report.  I  should  be  disposed  to  rule,  rather  summarily,  to 
tell  you  the  truth,  that  we  shall  adopt  such  procedure  as  shall 
'satisfy  those  persons  who  are  opposed  to  any  of  these  resolutions, 
that  they  shall  have  sufficient  time  to  present  their  objections,  un- 
less they  themselves  become  captious.     (Laughter) 

Mr.  Link:  Mr.  Chairman,  in  regard  to  bringing  the  resolutions 
in  later,  I  think  every  one  will  agree  that  the  resolutions  com- 
mittee has  done  its  best,  and  that  it  is  not  the  committee  that  is 
late ;  it  is  the  fact  that  we  have  had  to  cut  off  the  end  of  the  con- 
ference due  to  the  trip,  and  consequently  the  rest  of  this  business 
has  been  crowded.  However,  as  I  say,  we  have  done  our  best  and 
have  been  ready  to  report  since  this  morning. 

It  strikes  me,  in  harmony  with  the  summar\-  ruling  (and  we 
certainly,  as  a  committee,  don't  want  to  ask  for  a  setting  aside  of 
the  rules  of  the  association),  that  we  should  have  the  report  read 
and  that  the  discussions  immediately  to  follow  will  satisfy  those 
who  are  here  and  want  to  be  heard,  on  both  sides.  The  committee 
is  ready  to  report  and  the  Secretarv'-Treasurer,  Mr.  Holcomb,  not 
being  in  the  room,  I  will  ask  [Mr.  Gary  to  read  the  report. 

resolutions  reported  by  the  resolutions 
com:mittee 

Taxation  of  National  Banks 

Whereas  section  5219  of  the  Revised  Statutes  of  the  United 
States,  as  amended  by  an  act  of  Congress  approved  March  4.  1923, 
still  contains  limitations  on  the  taxing  power  of  the  several  states, 
which  render  it  impossible  to  apply  to  national  banks  the  modern 
systems  of  taxation  which  are  being  generally  adopted  by  the  states 
for  the  purpose  of  accomplishing  a  more  equitable  distribution  of 
the  burdens  of  taxation ;  and 

Whereas,  the  original  limitations  contained  in  the  section  were 
incorporated  at  the  time  of  its  enactment  in  the  year  1864.  at  which 
time  there  existed  a  pronounced  hostility  against  these  agencies 
of  the  federal  government,  which  were  just  beginning  their  activi- 
ties within  the  states ;  and 

Whereas,  the  national  banks  have  now  grown  to  such  an  extent 
in  prestige  and  resources  and  have  become  such  an  integral  part  of 
the  local  community  life  that  all  danger  of  unfair  discrimination 
by  the  states  has  disappeared;  and 
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Whereas,  the  national  banks  are  now  fully  protected  from  any 
possible  discrimination,  by  the  Fourteenth  Amendment  to  the  Con- 
stitution of  the  United  States,  which  has  been  ratified  since  the 
original  enactment  of  section  5219,  and  which  guarantees  equal 
protection  of  the  laws  to  all,  including  national  banks;  and 

Whereas  the  special  protection  afforded  national  banks  under 
the  section  is  class  legislation  which  cannot  be  justified  under 
present  conditions : 

Now,  THEREFORE,  BE  IT  Resolved,  that  it  is  the  sense  of  this 
conference  that  section  5219  of  the  Revised  Statutes  of  the  United 
States  should  be  again  amended  so  as  to  permit  the  states  to  tax 
national  banks  without  any  limitations  other  than  those  prescribed 
by  the  Fourteenth  Amendment  to  the  Constitution  of  the  United 
States. 

Inheritance  Tax  Committee 

Be  it  Resolved,  that  the  executive  committee  of  the  National 
Tax  Association  be,  and  is  hereby  requested  to  appoint  a  standing 
committee,  to  be  known  as  the  Inheritance  Tax  Committee,  to 
cooperate  with  the  executive  committee  in  arranging  inheritance 
tax  discussions  for  future  conferences,  and  to  encourage  inheri- 
tance tax  officials  to  attend  and  participate  in  such  discussions. 

Taxes  for  Highway  Construction 

Whereas,  present  and  prospective  activities  in  highway  con- 
struction and  maintenance  will  necessitate  large  expenditures  of 
public  funds, 

Be  it  Resolved,  that  the  executive  committee  of  the  National 
Tax  Association  be,  and  is  hereby  requested  to  appoint  a  com- 
mittee of  seven  to  investigate  the  question  of  taxation  and  expen- 
ditures for  highway  construction  and  maintenance,  particularly 
with  reference  to  the  coordination  of  federal,  state  and  local  high- 
way taxation  and  expenditures  and  the  relation  thereof  to  general 
taxation  and  expenditures,  and  with  reference  to  the  coordination 
of  the  taxation  of  transportation  agencies  using  the  highways  with 
other  transportation  agencies. 

Public  Expenditures 

Whereas,  public  expenditures  have  increased  in  such  alarming 
proportions  as  to  constitute  a  very  serious  governmental  problem 
and  to  place  upon  existing  tax  systems  such  a  heavy  burden  as  to 
menace  the  successful  operations  of  those  systems ;  and 

Whereas,  the  executive  committee  of  the  National  Tax  Asso- 
ciation has  succeeded  in  prevailing  upon  Hon.  Frank  O.  Lowden 
to  accept  the  chairmanship  of  a  committee  to  investigate  this  vital 
question  and  to  suggest  remedies : 
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Now,  THEREFORE,  BE  IT  RESOLVED,  that  this  Conference  hereby 
extends  its  congratulations  to  the  executive  committee  for  securing 
one  so  eminently  qualified  by  ability  and  experience  to  lead  this 
investigation  and  extends  its  appreciation  to  Mr.  Lowden  for  his 
consent  to  undertake  this  important  task  which  ofifers  such  an  ex- 
cellent opportunity  for  the  association  to  render  a  valuable  public 
service. 

Thaxks  to  Harley  L.  Lutz  as  Editor  of  the  "  Bulletin  " 

Be  it  Resolved,  that  this  conference  hereby  expresses  its  appre- 
ciation to  Prof.  Harley  L.  Lutz,  for  his  valuable  contribution  to 
the  work  of  the  National  Tax  Association  as  editor  of  the  Bulletin, 
and  expresses  its  deep  regret  over  his  resignation. 

Resolution  of  Thanks 
Resolved  that  the  thanks  of  this  conference  are  extended  to: 

Honorable  Ephraim  F.  Morgan,  Governor  of  the  State  of 
West  Virginia. 

Grant  P.  Hall,  State  Tax  Commissioner. 

Walter  S.  Hallanan,  former  State  Tax  Commissioner. 

John  Laing,  of  Charleston. 

The  Chesapeake  and  Ohio  Railroad  and  Garrett  B.  Wall, 
its  Vice-President. 

W.  T.  Williamson,  chairman,  and  W.  B.  Hines,  C.  E.  Boone, 
James  Smith  and  John  Disi,  members  of  the  entertainment 
committee. 

The  Press  and  all  others  to  whose  efforts,   exerted  in  too 
many  ways  to  record,  the  success  of  the  conference  and  the 
pleasure  of  the  delegates  and  their  friends,  are  attributable. 
Mr.  Link  :  Mr.  Chairman ;  will  it  be  in  order  for  me  now  to 
move  the  adoption  of  these  resdlutions? 

Chairman  Adams  :  I  was  going  to  ask  you  a  question.  As  I 
understand  you,  Mr.  Link,  owing  to  the  disarrangement  of  our 
program,  you  request  the  consideration  of  these  resolutions. 

Wouldn't  it  be  desirable  to  consider  these  resolutions  in  reverse 
order  and  dispose  of  those  to  which  there  is  no  objection? 

Mr.  Link:  As  I  understand  it,  we  should  be  just  as  much  out 
of  order  if  we  did  that. 

Chairman  Adams  :  What  I  am  trying  to  do  is  the  common  sense 
thing.  I  don't  want  to  have  any  premature  decision  of  important 
questions  about  which  there  is  real  difference  of  opinion.  There 
are  some  resolutions  here  about  which  there  is  no  difference  of 
opinion.  If  there  is  any  reason  in  the  world  why  we  should  not 
adopt  all  of  these  resolutions  except  perhaps  the  first,  I  am  not 
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aware  of  it.     Let  us  get  those  out  of  the  way.     Let  us  get  that 
much  of  the  business  transacted. 

Mr.  Link  :  Mr.  Chairman ;  I  think  your  suggestion  is  an  en- 
tirely correct  one,  but  I  am  conceding  what  the  gentleman  has 
said  to  be  true ;  that  it  is  a  rule  that  resolutions  must  lay  over  a 
session.  In  so  far  as  we  are  concerned,  as  a  committee,  we  do  not 
want  to  ask  any  abrogation  or  suspension  of  that  rule. 

Chairman  Adams:  There  are  parts  of  these  resolutions  to  which 
there  is  no  objection  whatsoever.    Why  not  dispose  of  them  first? 

Mr.  Link:  If  it  is  agreeable  to  set  aside  the  rules.  I  would 
say,  however,  that  I  feel  very  certain  that  on  the  other  resolutions 
there  can  be  no  objection.  Wouldn't  it  be  in  order  to  move  the 
suspension  of  the  rules  and  have  the  discussion  at  this  session? 

Chairman  Adams  :  That  would  not  be  in  order ;  that  is,  we  could 
not  have  the  discussion  at  the  same  session  at  which  the  resolu- 
tions are  presented. 

Mr.  Zoercher  :  Mr.  Chairman ;  I  move  that  on  all  these  reso- 
lutions, excepting  resolution  No.  1,  we  consider  the  rules  sus- 
pended, and  that  these  resolutions  be  adopted. 

The  motion  was  regularly  seconded. 

Chairman  Adams  :  The  motion  is  made  and  seconded,  that  with 
the  exception  of  resolution  Xo.  1,  the  rule  requiring  the  presenta- 
tion at  one  session  and  discussion  later,  be  suspended. 

I  think  we  had  better  have  the  motion  then,  and  take  up  the 
question  of  whether  those  resolutions  are  to  be  adopted. 

!Mr.  Gary  :  Mr.  President,  we  want  to  have  a  very  full  discus- 
sion of  these  questions.  It  might  be  stated,  however,  in  all  fair- 
ness, that  the  first  resolution  occupied  about  an  hour  of  the  sub- 
committee's time  in  discussion ;  it  occupied  about  two  hours  of  the 
full  committee's  time  this  morning,  so  that,  frankly,  every  one  of 
the  committeemen  almost  missed  luncheon.  Now,  if  these  other 
resolutions  are  adopted,  it  is  entirely  probable  that  that  discussion 
perhaps  might  go  on  until  ten  o'clock,  and  if  we  come  to  that 
other  resolution  at  that  time,  many  of  the  delegates  who  have  made 
arrangements  to  leave  will  have  to  go  before  the  final  vote  is  taken 
and  the  vote  will  therefore  not  be  nearly  as  representative  as  the 
vote  that  can  be  taken  here  at  this  time. 

I  think  everybody  wants  to  facilitate  matters  as  much  as  possible. 
If  we  adopt  these  resolutions  now,  that  will  mean  that  the  other 
resolution  goes  over  until  tonight.  I  simply  am  offering  an  objec- 
tion to  Mr.  Zoercher's  motion,  because  it  would  seem  that  probably 
we  would  never  get  a  vote  on  that  question. 
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Chairman  Adams  :  We  shall  have  to  have  this  in  order,  and  the 
chair  is  not  a  skilled  parliamentarian.  In  substance,  then,  you 
want  complete  discussion  and  action  on  all  these  resolutions  at  this 
time. 

Mr.  Gary  :  I  should  prefer  it. 

Chairman  Adams  :  Xow  then,  Chairman  Green,  is  that  sort  of 
a  motion  one  that  is  subject  to  discussion? 

Mr.  Green  :  A  motion  to  suspend  the  rules  ordinarily  is  not  a 
subject  of  discussion,  although  in  the  house  of  representatives  we 
have  special  permission  that  a  certain  very  limited  time  may  be 
used  upon  it. 

The  question  was  called  for. 

Mr.  Tobin  :  I  arise  to  the  point  of  order,  Mr.  Chairman,  that 
under  your  rules  the  motion  cannot  be  received.  I  don't  want 
you  to  feel  that  I  am  interfering  with  something  that  is  desirable 
as  far  as  the  progress  of  the  conference  or  meeting  here  is  con- 
cerned, but  I  am  looking  a  little  bit  further  than  today's  question, 
or  bank  taxation. 

We  may  find  at  another  conference,  that  somebody  else  will  not 
desire  that  a  resolution  shall  be  reported  and  acted  upon  at  the 
same  session.  It  proved  to  be  a  good  rule  to  let  the  resolutions 
wait  over  one  session.  That  rule  was  very  much  offended  some 
ten  years  ago,  and  I  dislike  the  idea  of  coming  forward  now  and 
changing  it  just  because  there  is  an  apparent  urgency  to  put  the 
resolutions  through  at  this  meeting.  I  have  too  many  friends  here 
to  have  them  feel  that  I  want  to  stand  in  the  way  of  having  action 
taken,  but  I  think  it  is  a  bit  bigger  proposition  than  merely  passing 
some  resolution  which  has  to  do  with  bank  taxation.  I  think  it  has 
to  do  with  the  standing  and  the  status  of  the  conference. 

Chairman  Adams  :  Mr.  Tobin ;  may  I  ask  you  a  question  ?  The 
object  of  Mr.  Link's  remarks  was  to  facilitate  a  thorough  and  fair 
discussion  and  final  vote  on  the  topic  in  which  you  are  principallv 
interested.  You  will  have  a  more  elaborate  discussion  if  it  can 
be  begun  now,  than  you  will  have  later.  And  I  want  to  say  that 
while  I  am  chairman,  there  will  not  be  a  forced  or  summary'  de- 
cision oft  your  point.  The  side  which  you  represent  is  going  to 
have  full  and  adequate  hearing.  Xow  then ;  if  you  persist  in  ob- 
jecting to  the  beginning  of  discussion  at  this  time,  I  shall  rule 
that  your  objection  is  well  taken  and  that  a  different  position  can 
.  only  be  had  by  a  three-fourths  vote  of  those  present. 

I  cannot  see,  on  the  other  hand,  why  the  object  that  you  have 
in  mind  will  not  be  furthered  by  beginning  the  discussion  at  this 
time.  There  are  those  on  your  side  of  the  fence  who  are  able  to 
discuss  it  now  adequately  and  to  present  their  objections.     What 
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we  are  aiming  to  get  at  is  a  reasoned,  deliberate  registration  of  the 
opinion  of  the  conference.  Why  push  it  off  to  a  subsequent 
session  where  you  will  have  perhaps  a  summary  vote,  if  you  can 
have  the  consideration  advanced? 

In  the  face  of  that  statement,  do  you  still  desire  to  object? 

Mr.  Tobin  :  I  shall  not  object  if  the  general  body  wants  some- 
thing else,  Mr.  Chairman.  My  whole  purpose  was  to  promote  the 
good  of  the  conference  and  the  good  of  the  association.  If  the 
other  members  cannot  see  it  my  way,  I  am  willing  to  submit.  I 
feel  that  it  is  a  positive  mistake,  however,  to  bring  resolutions  in 
at  one  session  and  ask  for  action  on  them,  particularly  when  the 
chairman  of  the  committee  has  stated  that  the  sub-committee  took 
an  hour  to  discuss  this  one  particular  resolution  and  the  full  com- 
mittee took  two  hours.  Now  here  it  is  five-thirty,  and  we  are 
asked  to  take  up  the  discussion  of  this  particular  proposition,  with 
dinner  hour  on  soon,  and  then  we  are  asked  to  come  back  here 
for  another  session.     To  me,  the  whole  thing  is  not  fair. 

Chairman  Adams:  Mr.  Lord's  discussion  of  this  subject  was 
interrupted  a  moment  ago.     I  should  like  to  have  him  finish  it. 

Mr.  G.  Lord  :  As  a  substitute  for  the  motion  made  by  the  gentle- 
man from  Indiana,  I  will  move  that  the  rules  be  suspended  and 
that  all  these  resolutions  be  open  for  discussion  at  this  session  now. 

The  motion  was  seconded. 

Mr.  Link  :  Mr.  Chairman ;  I  am  in  a  very  embarrassing  posi- 
tion, on  account  of  having  been  chairman  of  both  the  sub-committee 
and  the  general  committee,  and  I  know  the  predicament  of  both 
sides.  I  know  that  Mr.  Lord  of  Michigan  is  just  as  fair  as  he  can 
be.  The  other  gentlemen,  from  what  they  say,  now  seem  to  think 
that  we  are  trying  to  jam  through  something  here,  which  is  far 
from  the  truth.  If  there  is  any  jam,  Mr.  Chairman,  it  comes 
from  the  instructions  of  the  executive  officers  of  this  association 
for  us  all  to  speed  up  so  we  may  get  through  tonight.  That  is  the 
only  reason  for  a  jam,  if  there  is  one. 

Now,  Mr.  Chairman;  as  regards  lack  of  notice  and  time  being 
given  those  opposed  to  the  majority  report  on  this  bank  resolution 
No.  1,  there  is  little  foundation  or  merit  in  that  argument  because, 
as  chairman  of  the  sub-committee,  this  morning  I  took  pains,  be- 
fore resolution  No.  1  was  submitted,  to  take  it  up  with  one  of 
these  gentlemen,  at  his  request,  which  was  made  last  night ;  so 
that  they  have  had  notice.  In  other  words,  Mr.  Chairman,  we  were 
just  as  fair  as  we  could  be  about  this  thing. 

I  did  not  know  about  the  rule  that  it  had  to  be  laid  over  until  a 
few  minutes  ago,  and  I  promptly  arose  to  my  feet,  as  chairman  of 
that  committee,  and  stated  that  I  did  not  want  to  have  it  con- 
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sidered.  It  seems  to  me,  as  you  said,  that  it  involves  technicalities. 
I  believe  in  trying  to  get  through  and  go  on  the  trip  tomorrow, 
and  that  Mr.  Lord  is  correct,  and  I  am  in  favor  of  having  the 
entire  rule  suspended  and  the  entire  discussion  opened  to  the  con- 
ference. I  am  sure  there  are  as  many  members  here  now  as  there 
will  be  at  any  other  later  session. 

Secretary  Holcomb  :  Mr.  Chairman,  I  am  a  stranger  to  this 
debate,  having  just  come  in,  but  it  gives  me  a  certain  sort  of  grim 
satisfaction.  I  prepared  this  program  with  the  idea  that  we  should 
be  here  tomorrow;  suddenly  we  were  confronted  with  a  unanimous 
vote  that  we  go  on  a  railroad  trip.  (Laughter)  Now,  having 
been  confronted  with  that  proposition  and  having  been  asked  to 
crowd  things  together,  we  appear  to  be  met  ^vith  the  situation  that 
some  people  are  not  willing  to  cooperate  to  get  through  with  this 
conference  and  this  program,  so  as  to  permit  the  unanimous  vote 
to  be  carried  out. 

If  I  am  correct  in  my  assumptions — and  if  I  am  incorrect,  I 
stand  corrected — it  seems  to  me  that  we  ought  all  to  have  a  liberal 
spirit  and  agree  to  carry  out  the  terms  of  a  unanimous  vote  taken 
two  days  ago,  which  was  greatly  disappointing  to  the  secretary  of 
this  association.  Now  can't  we  agree  and  cut  out  all  this  technical, 
parliamentary  procedure  business,  and  come  to  a  decision  that  we 
want  to  carry  out  the  idea  of  the  gentlemen  who  have  voted  to 
"kill"  my  program,  (laughter)  and  go  on  a  railroad  trip,  and  get 
through  with  this  conference?     (Applause) 

Mr.  Bliss  :  Mr.  Chairman,  I  rather  hesitate  to  say  anything 
about  this  matter  because  I  have  friends  on  both  sides.  Under  ordi- 
nary circumstances,  I  should  be  very  much  opposed  to  suspending 
the  rules  in  an  organization  of  this  kind,  because  there  is  so  much 
friendliness  and  courtesy  between  the  members,  that  a  man  with 
very  substantial  objections  would  hesitate  to  say  anything  about 
them.  Rather  than  be  thought  a  little  discourteous,  he  would  waive 
his  parliamentary  rights  and  subordinate  his  judgment,  at  a  time 
when  perhaps  he  ought  not  to  do  it.  Therefore,  as  a  general  thing, 
I  should  be  very  much  opposed  to  the  suspension  of  the  ordinary 
rules  of  procedure  which  we  have  followed  successfully  for  so 
many  years. 

I  think,  unless  I  have  been  out  of  politics  so  long  that  I  have 
lost  the  cunning  usually  shown  by  people  who  have  spent  most  of 
their  lifetime  in  the  game,  that  I  know  what  the  reason  for  the 
objection  is,  and  I  do  not  think  that  it  is  very  well  grounded. 

In  view  of  the  fact  that  we  have  changed  our  whole  order  of 
exercises  to  accommodate  those  members  who  wish  to  go  on  the 
excursion  tomorrow,  and  as  the  only  possible  result  that  can  be 
obtained  by  the  suspension  of  the  rules  will  be  a  longer  debate,  I 
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see  no  reason  why  the  rules  should  not  be  suspended  and  the  addi- 
tional time  gained  for  purposes  of  debate.  If  I  thought  that  this 
change  was  going-  to  have  the  slightest  effect  upon  the  vote,  or 
that  it  would  result  in  hurrying  the  vote  in  any  way  or  in  even 
the  slightest  degree  bringing  about  a  snap  vote  on  the  proposition, 
I  should  oppose  it  as  strongly  as  I  could ;  but  I  don't  think  there  is 
any  danger  at  all,  and  the  result  will  be  simply  a  more  comprehen- 
sive and  a  fuller  debate  of  the  subject.  I  certainly  hope  that 
nobody  will  object  to  taking  up  the  discussion  of  the  resolutions  at 
this  time. 

Chairman  Adams  :  Gentlemen ;  I  want  to  state,  as  I  understand 
it,  the  parliamentary  situation.  It  is  this :  We  have  a  rule  that  the 
resolutions  committee  shall  present  its  report  at  one  session  and 
that  it  shall  be  considered  and  acted  upon  at  another  session ;  but 
we  have  no  rule  which  prevents  the  majority  from  changing  its 
rules,  so  far  as  I  know,  at  any  moment.  The  minority  is  in  the 
hands  of  the  majority,  as  I  see  it,  as  a  matter  of  strict  parliamen- 
tary procedure.  The  deliberations  of  this  association,  however, 
have  never  been  conducted  on  that  basis.  That  is  one  reason  why 
I  was  not  shamefaced  in  saying  that  I  knew  nothing  whatever 
about  parliamentary  law.  We  don't  need  a  parliamentarian  to  run 
the  deliberations  of  this  assembly;  we  have  not  been  disposed  to 
stand  on  technical  points,  and  we  have  had  one  rule  that  is  wiser 
than  all  the  rules  of  procedure  ever  adopted:  that  in  our  associa- 
tion, unless  a  resolution  can  be  adopted  by -a  very  large  majority, 
it  should  not  be  adopted  at  all. 

In  my  opinion,  we  don't  want  to  adopt  any  resolutions — and  this 
has  been  the  repeated  conclusion  of  those  members  who  have  fol- 
lowed the  discussions  for  a  long  time — that  cannot  have  at  least  a 
majority  of  three-fourths,  or  even  more.  We  cannot  bind  anybody 
in  this  organization.  Our  conclusions  merely  carry  a  moral  influ- 
ence and  weight.  Unless  they  can  go  forward  with  substantial 
unanimity,  we  had  better  postpone  them  for  consideration  until  a 
later  time. 

Now  then,  in  view  of  all  these  facts,  I  am  going  to  entertain 
the  motion  and  put  it. 

As  I  understand  the  motion,  it  is  merely  that  the  discussion 
upon  these  resolutions  be  begun  at  the  present  time,  and  it  is  not 
its  intention  that  a  forced  vote  be  taken  in  any  unreasonably  short 
period  of  time. 

The  motion  has  been  regularly  made  and  seconded. 

Mr.  Tobin  :  Mr.  Chairman ;  I  don't  want  to  stand  here  alone, 
saying  that  this  shall  be  done  or  shall  not  be  done.  I  shall  ask  the 
permission  of  the  chair  to  be  recorded  as  not  voting  on  this  propo- 
sition.    I  don't  like  to  be  regarded  as  having  some  motive  in  put- 


REPORT  OF  THE  RESOLUTIONS  COMMITTEE  369 

ting  over  the  vote  until  this  evening's  session.  I  knew  nothing 
about  a  large  number  of  delegates  leaving  for  home,  and  it  is  im- 
material to  me  what  the  vote  is  upon,  that  is,  as  far  as  one  side  or 
the  other  is  concerned.  I  was  talking  for  what  I  supposed  was  the 
good  of  the  conference  and  the  association,  and  if  the  majority 
here  feel  that  it  is  not  for  the  good  of  the  conference  to  have 
these  resolutions  held  over  for  another  meeting,  I  shall  be  content 
to  say  that  I  still  think  it  is  good  and  ask  that  I  be  not  recorded 
upon  the  motion  that  is  now  made. 

I  don't  care  to  have  you  entertain  my  point  of  order  or  any  such 
thing ;  I  want  to  be  in  accord ;  I  have  too  many  friends  here,  and  I 
don't  want  them  to  feel  that  I  stand  here  in  any  way  to  offend  them 
or  to  interfere  with  anything  they  want  done. 

The  question  \\'as  called  for. 

Chairman  Adams:  You  have  heard  the  motion,  gentlemen;  all 
those  in  favor  of  its  adoption  will  please  say  "  aye  " ;  those  op- 
posed, "  no  ".  The  "  ayes  "  have  it.  The  rule  is  suspended  and 
the  resolutions  will  be  considered  in  the  order  in  which  they  have 
been  presented. 

Mr.  Link  :  I  move  the  adoption  of  the  resolutions  as  presented. 

Mr.  Colladay:  Mr.  Chairman,  I  have  a  minority  report  here 
which  has  not  been  read,  and  I  assume  that  it  should  be  read. 

Chairman  Adams:  We  will  hear  the  minority  report. 

Mr.  Link  :  Mr.  Chairman ;  I  hope  I  have  not  made  another 
blunder  in  this  matter.  We  were  very  careful  to  have  the  secre- 
tary read  the  minority  report  to  the  sub-committee  this  morning, 
and  afterwards  to  the  main  committee  which  acted  upon  it.  And 
on  your  point  of  the  sentiment,  I  might  state  that  the  vote  hap- 
pened to  be  four  to  one  in  favor  of  the  majority  report  in  the  sub- 
committee and  sixteen  to  four  in  the  general  committee.  We  felt 
after  the  vote  in  the  committee  we  only  had  to  bring  in  the  main 
report. 

Mr.  Colladay  :  Mr.  Chairman,  I  don't  want  to  be  in  the  position 
of  usurping  the  functions  of  the  officers  of  the  committee.  (Mr. 
Link  requested  that  Mr.  Colladay  continue.) 

Chairman  Adams  :  The  minority  report  will  be  heard. 

Mr.  Colladay:  This  technical  point  arose  so  quickly  that  I 
had  not  the  opportunity  to  present  this  minority  report  until  the 
atmosphere  was  cleared. 

As  chairman  of  the  sub-committee,  I  present  the  following 
minority  report,  addressed  to  the  first  resolution,  on  the  matter  of 
amending  or  leaving  alone  section  5219  of  the  Revised  Statutes  of 
24 
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the   United   States,   on   the   subject   of   taxation   of   national   bank 
shares : 

MINORITY  REPORT 

The  fourteenth  amendment  is  not  a  protection  to  the  national 
banks  against  discrimination  in  taxation  as  compared  with  the  tax 
imposed  upon  other  lines  of  investment.  The  supreme  court  has 
repeatedly  held  that  the  fourteenth  amendment  does  not  forbid  the 
classification  of  property  or  businesses  according  to  their  character 
and  taxation  of  all  within  a  class  at  a  rate  higher  than  on  other 
classes. 

Under  the  decisions  it  might  be  quite  within  the  power  of  a 
state  (were  section  5219  modified)  to  define  national  banks  as  a 
class  of  property  for  tax  purposes.  There  can  be  no  doubt  that  a 
classification  including  national  banks,  state  banks  and  trust  com- 
panies, would  be  upheld  and  might  result  in  great  discrimination, 
thus  discouraging  the  investment  of  capital  in  incorporated  banking. 

It  must  be  remembered  that  the  purpose  of  the  congressional 
prohibition  in  section  5219  was  not  only  to  prevent  taxation  that 
would  destroy  the  federal  agency,  but  to  prevent  also  such  dis- 
crimination as  would  discourage  the  investment  of  funds  in  the 
national  banking  business  and  thus  limit  the  extent  and  usefulness 
of  the  banking  system.  That  is  the  reason  why  the  test  of  equality 
prescribed  was  not  merely  the  taxation  on  other  banks  but  the  rate 
on  moneyed  capital  of  individuals. 

The  litigation  by  national  banks  has  not  merely  been  against  dis- 
crimination growing  out  of  lower  taxation  imposed  on  other 
moneyed  capital  by  classified  or  income  taxes  but  denied  to  the 
banks.  There  have  been  frequent  appeals  also  to  the  federal  courts 
for  protection  against  over-taxation  under  the  ad  valorem  system, 
where  relief  has  been  refused  by  state  authorities  and  courts  de- 
spite the  plain  intent  of  section  5219  in  such  cases. 

The  national  banks  are  an  integral  part  of  the  federal  reserve 
system,  established  by  Congress  in  pursuance  of  its  constitutional 
power  to  facilitate  the  issuing  and  circulation  of  money,  the  free 
and  full  exercise  of  which  is  vital  to  all  of  the  states.  No  federal 
agency,  except  national  banks,  can  be  taxed  or  otherwise  hampered 
by  any  one  of  the  several  states.  The  restrictions  of  section  5219 
designed  to  prevent  a  greater  burden  on  national  banking  capital 
than  is  borne  by  the  people  of  a  state  generally,  should  be  con- 
tinued so  that  there  will  be  no  interference  with  this  federal  agency 
through  state  taxing  powers. 

Mr.  Chairman,  I  am  not  certain;  there  has  been  such  a  bit  of 
confusion  here,  whether  Mr.  Link's  motion  to  adopt  the  report 
was  seconded  and  whether  a  motion  which  I  intend  to  make  is  in 
order  or  not. 
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Chairman  Adams  :  The  motion  was  seconded. 

Mr.  Colladay  :  Then.  Mr.  Chairman ;  I  move  the  adoption  of 
the  minority  report  as  a  substitute  for  the  majority  report  on  this 
subject. 

Mr.  Tobix  :  Before  that  motion  is  voted  upon.  Mr.  Chairman,  I 
should  hke  to  get  a  census  of  the  presence  of  men  from  the  various 
states,  and  if  it  is  in  order  I  should  like  to  know  through  the 
secretary  if  we  can  find  out  what  states  are  represented  at  this 
present  session  of  the  conference. 

Chairman  Adams:  Is  Mr.  Colladay's  motion  seconded? 

Mr.  Tobix  :  I  will  second  that  motion. 

Chairman  Adams  :  The  matter  is  open  for  discussion. 

Mr.  Tobin  :  I  made  that  suggestion  so  that  we  might  know  how 
well  the  states  are  represented. 

Chairman  Adams  :  The  request  was  really  to  find  out  how  many 
states  are  represented  here. 

Mr.  Zoercher:  Mr.  Chairman;  at  the  roll  call  in  the  committee 
on  resolutions  this  morning  there  were  twenty-one  states  present. 
Sixteen  voted  for  the  resolution  and  four  against.  One  state  did 
not  vote. 

Chairman  Adams  :  Can  the  secretary  inform  us  how  many 
states  have  delegates  at  the  conference? 

Secretary  Holcomb  :  W'e  have  thirty-nine  states,  three  Cana- 
dian provinces,  and  the  District  of  Columbia,  as  I  remember  it. 

Chairman  Adams  :  Does  Mr.  Tobin  desire  to  have  a  specific 
statement  of  the  eleven  states  not  represented? 

Mr.  Tobin  :  That  wasn't  my  point,  Mr.  President.  My  notion 
was  this:  If  we  could  ascertain  at  this  time  what  states  were 
represented  here  at  this  session,  we  might  find  out  just  how  com- 
plete a  vote  might  be  taken. 

Mr.  Link:  Mr.  Chairman;  Mr.  Gary  has  the  full  record. 

Chairman  Adams  :  Is  there  any  further  discussion  ?  We  can't 
ascertain  from  that  record  how  many  states  are  represented  here 
at  the  conference. 

I  think  we  might  call  the  roll  of  the  states  and  ask  as  we  go 
down  whether  the  state  is  represented.  I  shall  only  do  that  in 
case  it  is  the  desire  of  the  conference  to  use  the  time  in  that  way. 

Mr.  James:  Mr.  Chairman;  I  arise  to  ask  a  question  of  infor- 
mation. It  is  my  understanding  that  Mr.  Link's  motion  is  for  the 
adoption  of  all  the  resolutions  presented  by  the  committee.     The 
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motion  to  adopt  the  minority  report  is  not  in  the  form  of  a  reso- 
lution. If  that  motion  is  carried,  what  becomes  of  all  the  other 
resolutions  ? 

Chairman  Adams  :  The  other  resolutions  will  go  through  in  due 
course,  without  any  trouble. 

Mr.  Colladay  :  I  think  it  is  well  settled  parliamentary  practice 
that  a  report,  when  it  is  received,  is  subject  to  amendment.  Now 
this  report  is  readily  divisible  into  certain  numbered  portions.  I 
have  made  a  motion  to  substitute  the  minority  report  for  the  first 
of  those  numbered  portions.  I  don't  think  there  is  any  very  great 
complication  in  that,  and  I  am  ready  to  discuss  it  whenever  the 
matter  is  open  for  discussion. 

I  don't  know  what  you  are  going  to  do  about  this  question  which 
Mr.  Tobin  has  raised,  but  whenever  I  may  have  the  floor,  I  will 
ask  for  it,  in  order  to  discuss  my  motion. 

Chairman  Adams  :  As  a  matter  of  information,  I  shall  take  five 
minutes  on  my  own  responsibility,  to  try  to  answer  Mr.  Tobin's 
point.     Will  the  states  respond  as  I  call  the  names? 

Upon  roll  call,  the  following  states  responded : 

Colorado  New  Hampshire 

Connecticut  New  Jersey 

District  of  Columbia  New  York 

Illinois  Ohio 

Indiana  Oregon 

Louisiana  Pennsylvania 

Maryland  Rhode  Island 

Massachusetts  South  Dakota 

Michigan  Utah 

Minnesota  Vermont 

Missouri  Virginia 

Nebraska  Wisconsin 

Mr.  Tobin:  I  take  it,  Mr.  Chairman,  that  those  who  have  re- 
sponded did  so  with  the  understanding  that  they  are  accredited 
delegates  appointed  in  form  as  required  by  the  rules  of  the  con- 
ference. 

Mr.  G.  Lord:  It  is  quite  evident,  Mr.  Chairman,  from  the  dila- 
tory tactics  of  those  who  are  opposed  to  the  majority  report,  that 
if  we  continue  in  this  way,  we  shall  never  reach  a  vote  during  this 
conference,  on  this  particular  resolution,  and  I  arise  to  the  point 
of  order,  Mr.  Chairman,  that  these  dilatory  tactics  are  unparlia- 
mentary and  should  be  stopped  by  the  chairman  of  this  conference. 

Chairman  Adams  :  When  the  chairman  recognizes  a  subsequent 
dilatory  practice,  he  will  stop  it. 
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Is  there  further  discussion  on  this  question  by  other  members  of 
this  conference  who  have  not  spoken? 

Mr.  Colladay  :  Mr.  Chairman,  kindly  inform  me  when  the  time 
comes  to  speak  on  my  motion. 

Chairman  Adams  :  The  time  has  arrived,  sir. 

Mr.  Colladay  :  As  a  matter  of  personal  privilege,  I  want  to 
repudiate  as  strongly  as  I  may,  without  either  raising  my  voice  or 
becoming  excited,  the  assertion  that  has  been  twice  made,  that  those 
opposed  to  the  majority  report,  in  the  first  place,  desire  to  defer  the 
vote  until  many  delegates  shall  have  departed  tonight.  That  I 
absolutely  deny,  and  never  thought  of.  until  my  distinguished 
brother  from  ^Michigan  mentioned  it.  The  other  assertion  is  that 
the  so-called  dilatory  tactics  are  for  the  purpose  of  deferring  the 
vote  until  it  will  not  be  representative.  I  think  that  is  the  sub- 
stance of  the  point.  I  am  a  very  young  member  of  this  tax  asso- 
ciation and  a  very  young  attendant  on  the  sessions  of  the  several 
tax  conferences.  I  am  only  three  years  old,  computed  in  one  way, 
and  in  another,  just  past  two.  This  is  my  third  tax  conference. 
But  I  am  very  much  interested  in  this  question. 

There  were  three  resolutions  offered  in  due  course  to  the  tax 
conference  on  this  subject,  and  I  hold  copies  of  the  three  in  my 
hand.  No  one  of  those,  nor  any  part  of  one  of  those  is  embodied 
in  the  majority  report.  The  resolutions  which  came  in  in  the 
regular  order,  presented  by  members  of  this  conference,  were  sum- 
marily discarded  and  a  suggestion  made  by  one  member  of  the 
conference,  and  supported  by  another  member — two  out  of  four- 
teen who  participated  in  the  discussion  of  this  question  the  other 
da}',  following  the  reading  of  Mr.  Gary's  very  able  paper  —  is  in 
substance  the  majority  report,  namely,  that  section  5219  be  re- 
pealed. The  first  suggestion  was,  baldly,  that  section  5219  be  re- 
pealed, and  then  when  attention  was  called  to  the  fact  that  the 
repeal  of  that  would  leave  no  permission  whatever  for  a  state  to 
tax  the  shares  of  a  national  bank,  it  was  modified  to  a  suggestion 
that  all  of  the  section  be  repealed  except  the  permission  to  tax, 
leaving  that  unqualified.  Then  there  has  been  hitched  on  to  that 
proposition  the  proposition  that  in  lieu  of  the  protection  which  has 
been  worked  out  by  Congress  in  section  5219  and  which  dates  back 
to  1864,  reliance  should  be  placed  absolutely  and  wholly  upon  the 
Fourteenth  Amendment  to  the  Constitution  of  the  United  States. 
In  other  words,  the  proposition  is  this :  That  a  tried  statute,  which 
has  been  construed  by  all  of  the  courts  of  consequence,  and  re- 
peatedly construed  by  the  Supreme  Court  of  the  United  States, 
that  all  the  operative  portions  of  that  statute  shall  be  wiped  out 
and  thereby  the  eft'ect  of  all  these  decisions  be  avoided,  and  that 
you  shall  rely  upon  an  amendment  to  the  Constitution  of  the  United 
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States,  which  in  respect  to  the  questions  under  discussion  has  not 
been  construed. 

If  that  is  the  sort  of  thing  that  the  national  tax  conference  is 
for.  I  am  of  the  opinion  that  as  an  institution  in  this  country,  it 
Avill  soon  be  a  failure. 

The  majority  report  is  made  up  of  five  "  whereases  "  and  one 
operative  clause.  It  throws  the  door  wide  open ;  it  wipes  out  all 
limitations  and  all  protection. 

Now,  the  minority  report  repudiates  the  contention  of  the  major- 
ity report,  that  the  Fourteenth  Amendment  will  be  effective  to 
limit  the  taxing  powers  of  the  states,  in  such  manner  as  they  should 
be  limited  with  respect  to  national  bank  shares. 

I  want  to  read  one  part  of  it  again :  "'  Under  the  decisions,  it 
might  be  quite  within  the  power  of  a  state,  with  section  5219 
modified,  to  define  national  banks  as  a  class  of  property  for  tax 
purposes.  There  can  be  no  doubt  that  a  classification  including 
national  banks,  state  banks  and  trust  companies  would  be  upheld 
and  might  result  in  great  discrimination,  thus  discouraging  the  in- 
vestment of  capital  in  incorporated  banking." 

Now,  the  power  to  tax  is  the  power  to  destroy.  If  you  adopt 
the  majority  report,  you  give  the  unlimited  power  to  tax  certain 
banks. 

The  question  was  raised  in  the  meeting  of  the  resolutions  com- 
mittee, whether  it  would  be  contended  for  a  minute  that  the  Four- 
teenth Amendment  would  protect  the  banks  to  the  extent  that  they 
would  have  equality  of  taxation,  in  comparison  with  any  other  kind 
of  corporations  than  banks,  and  the  answer  of  the  majority  was 
that  it  would  not  give  any  such  protection.  In  other  words,  the 
discussion  in  the  meeting  of  the  committee  narrowed  down  to  this 
proposition :  That  the  only  protection  that  the  banks  could  have 
from  the  Fourteenth  Amendment  was  the  single  protection  of  being 
thrown  into  a  group  with  other  banks,  and  that  that  group  could 
be  taxed  to  the  sky  by  the  states. 

Xow,  if  that  is  what  you  are  in  favor  of,  you  can  properly  vote 
for  the  majority  report;  but,  from  my  reading  of  the  history  of 
this  organization,  it  has  not  undertaken  to  write  legislation ;  it  has 
undertaken  to  lay  down  principles.  It  has  not  undertaken  to  pester 
Congress,  but  to  convey  to  Congress  information  as  to  the  state  of 
mind  of  the  people  and  the  opinions  of  the  tax  commissioners  and 
others  interested  in  problems  of  taxation,  in  order  that  Congress, 
in  the  light  of  that  information,  might  act.  For  two  years  past 
this  association  has  been  engaged  in  that  occupation,  and  the  result 
was  a  vote  in  the  house  of  representatives,  if  I  remember  correctly, 
shortly  before  the  4th  of  Ivlarch  (Mr.  Mills  will  correct  me  if  I 
am  in  error)  of  221  to  85  against  this  majority  report  here.  For 
two  winters  the  house  committee  on  banking  and  currency  held 
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sessions,  extending  over  many  weeks  —  not  hours  nor  days,  but 
weeks.  Committees  from  this  association,  distinguished  members 
of  this  association,  and  committees  from  other  bodies  also  were 
heard  without  limit.  If  there  was  not  time  enough  in  one  week  to 
hear  all  they  had  to  say,  the  committee  put  the  matter  over  to  an- 
other convenient  time,  and  they  were  heard  further.  The  matter 
was  debated  in  the  house  of  representatives  and  action  taken. 

Then  it  went  to  the  senate.  There  were  hearings  there  of  ten 
days'  duration.  There  were  several  days  devoted  to  the  matter. 
One  day  there  was  very  full  discussion  in  the  senate  and  on  other 
days  there  was  minor  discussion.  Then  the  matter  went  back  to 
the  house,  and  the  result  was  the  vote  I  have  stated. 

Now  you  say  to  Congress,  '"  Notwithstanding  the  fact,  Congress, 
that  you  have  given  two  years'  deliberation  to  this  matter;  that 
you  have  debated  it  both  in  the  house  and  the  senate  without  limit ; 
that  you  have  revised  this  old  statute  to  make  it  workable;  we  say 
to  you,  that  is  all  foolish  and  ineffective;  it  won't  work;  the  states 
can't  use  it."  On  that  point,  it  was  admitted  by  the  committee  on 
resolutions  that  the  states  could  use  it  without  any  inconvenience, 
to  a  large  extent.  You  say  to  Congress,  "  The  states  can't  use  it, 
or  won't  use  it.  Strike  it  all  out,  except  the  first  few  words  that 
permit  the  states  to  tax  the  banks  to  the  sky,  and  let  us  start  all 
over  again  with  litigation  in  the  federal  courts  and  find  out  whether 
the  Fourteenth  Amendment  is  as  good  as  this  statute."  That  is 
your  proposition,  and  I  most  urgently  commend  and  ask  you  to 
vote  for  this  motion  to  substitute  the  minority  for  the  majority 
report. 

^Ir.  Mills:  !Mr.  Chairman;  just  on  a  question  of  fact  as  to  the 
amount  of  consideration  given  by  Congress :  It  is  very  true  that 
this  particular  proposition  was  before  Congress  for  two  years.  It 
is  very  true  that  there  was  delay  after  delay,  which  was  entirely 
inexcusable  and  not  in  my  judgment  wholly  in  the  public  interest. 
But  the  fact  is  that  the  measure  that  was  considered  for  two  years 
is  not  the  measure  that  became  law.  In  so  far  as  the  house  of 
representatives  is  concerned,  the  measure  that  became  law  was 
substituted  for  the  measure  that  had  been  considered  for  two 
years,  at  the  last  moment.  It  was  not  in  printed  form  before  the 
members  of  the  house;  there  were  only  two  typewritten  copies  in 
the  house  at  the  time  and  the  members  had  to  vote,  after  simply 
hearing  the  law  read — and  you  gentlemen  know  how  well  you  can 
understand  a  tax  law  if  a  clerk  reads  it  from  the  desk.  Some  of 
the  gentlemen  were  so  interested  in  preventing  a  proper  under- 
standing, that  one  of  them  who  had  a  typewritten  copy  denied  me 
the  use  of  it!     (Applause) 

Mr.  Colladay  :  Mr.  Chairman,  may  I  ask  Mr.  Mills  a  question? 
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Was  there   ever  any  proposition   even  suggested   in   Congress  to 
strike  out  this  statute  ? 

Mr.  Mill  :  No,  but  there  was  a  proposition,  that  was  very  seri- 
ously considered,  to  give  to  the  states  the  right  to  tax  national 
banks  on  the  same  basis  as  trust  companies  and  state  banks.  I  will 
admit  that  on  that  principle  the  record  vote  of  Congress  shows 
that  Congress  was  entirely  against  that  proposition;  but  when  the 
gentleman  cites  the  vote  as  one  in  support  of  the  law  as  considered. 
I  want  to  correct  the  record. 

Mr.  Colladay:  Well,  how  was  the  law  passed  except  by  that 
vote  ? 

Mr.  Mills  :  I  told  you  how  it  was  passed. 

Mr.  Thomas  :  Mr.  Chairman,  I  am  not  seriously  disturbed  by 
this  branch  of  the  argument,  which  relates  to  the  propriety  of  con- 
sidering whether  there  is  or  is  not  need  for  further  legislation.  I 
am  not  aware  of  any  principle  of  American  government  that  de- 
prives any  citizen  or  bodies  of  citizens  the  privilege  of  sitting 
together  and  deliberating  upon  whether  there  is  need  for  legisla- 
tion or  not,  at  any  time  or  in  any  place  in  this  country,  and  putting 
the  results  of  their  deliberations  upon  the  records  of  their  pro- 
ceedings in  the  form  of  resolutions.  Surely  that  would  be  con- 
trary to  all  traditions  of  the  state  that  I  come  from,  and  I  have 
no  pangs  of  conscience  in  sitting  in  here  with  you  and  deliberating 
upon  this  question  and  allowing  the  results  of  our  deliberations  to 
be  spread  upon  our  records  in  the  form  of  resolutions. 

Now  I  come  to  the  question  of  the  relative  merits  of  these  two 
resolutions;  because  that  seems  to  be  the  question  involved,  and  I 
assume,  because  it  is  natural  for  men  and  for  bankers  to  want  to 
stand  upon  justifiable  grounds,  that  the  banks  in  this  contest  want 
to  stand  upon  justifiable  grounds  and  want  to  be  taxed  fairly  in 
the  states  where  they  do  business,  in  the  same  manner  that  other 
subjects  of  taxation  are  taxed.  I  assume  that  they  want  no  prefer- 
ence over  other  subjects  of  taxation  within  the  jurisdiction,  and, 
that  being  their  desire,  all  that  they  want  to  know  is  that  they  will 
not  be  unjustly  discriminated  against. 

Now  what  does  the  majority  resolution  do?  I  don't  believe  that 
any  state  would  proceed  to  discriminate  against  its  national  banks. 
I  think  we  all  think  too  highly  of  them  and  of  the  need  of  them  in 
our  communities  for  that,  but  for  the  sake  of  argument  I  am  going- 
to  assume  that  some  state  does  undertake  by  legislation  unjustly  to 
discriminate,  and  they  come  into  court  with  the  question  of  whether 
they  are  not  unjustly  discriminated  against.  That  is  a  question 
involving  the  Fourteenth  Amendment,  and  you  have  as  a  last 
resort  the  Supreme  Court  of  the  United  States,  with  its  habit  of 
looking  behind  the  letter  of  the  statutes  of  states  and  seeing  what 
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the  effect  of  them  in  their  application  is.  If  there  was  unjust  dis- 
crimination, I  think  there  is  no  doubt  but  what  that  court  would 
say  that  the  law  was  invalid.  Consequently,  I  believe  the  banks 
are  fully  protected. 

Then  to  come  to  the  feature  of  the  law  as  it  is  now.  It  involves 
the  question  of  systems  of  taxation.  I  think  systems  of  taxation 
within  the  states  are  state  functions  purely  and  simply,  and  should 
not  be  controlled  directly  or  indirectly  by  federal  legislation. 
Now,  what  is  the  effect  of  this  law  as  it  stands  at  this  moment? 
A  state  must  adopt  a  system  of  taxation  which  conforms  to  the 
requirements  of  the  federal  government  and  must  discriminate 
against  its  own  subjects  of  taxation  and  in  favor  of  the  national 
banks.  There  is  no  other  choice  for  it.  Its  system  of  taxation 
must  be  controlled  by  the  federal  government,  and  I  think  that  is 
a  very  obnoxious  feature  of  the  present  law,  and  for  that  reason 
I  am  opposed  to  the  substitute  resolution  as  offered  by  the  minority. 

Mr.  McKexzie  :  ]\Ir.  Chairman  and  gentlemen  of  the  Conven- 
tion :  It  was  brought  out  yesterday  in  the  discussion  of  this  topic 
here,  that  there  were  at  least  three  parties  at  interest:  First,  the 
bankers;  second,  the  tax  officials  of  the  various  states,  and  third, 
the  public  generally.  It  happens  that  the  organization  which  I 
stand  for  represents  a  very  considerable  section  of  that  public. 
We  were  so  much  interested  in  that  question  last  winter,  when  the 
matter  was  before  Congress,  that  I  was  sent  down  there  to  see 
what  could  be  done  to  get  an  equitable  adjustment  of  the  matter. 
I  saw  the  men  who  apparently  were  in  charge  of  the  thing,  and  I 
made  up  my  mind  in  a  little  while  that  it  was  not  possible,  appar- 
ently, to  get  any  action  which  would  satisfy  the  farmer.  It  de- 
veloped in  the  end  that  we  got  the  amendment  which  you  all  are 
familiar  with,  which  makes  it  impossible  to  tax  the  national  banks, 
for  instance,  as  farmers  are  taxed.  If  a  farmer  owns  property 
and  you  tax  his  property,  and  then  if  he  is  so  lucky  as  to  have  an 
income,  you  put  an  income  tax  on  it.  That  was  precisely  what  was 
done  with  the  national  banks  before  this  amendment  of  section  5219. 

If  I  am  not  mistaken,  Xew  York  and  Virginia  and  other  states 
did  precisely  that  thing.  It  came  about  after  the  statute  was 
amended,  that  it  did  not  seem  to  be  possible  to  tax  the  national 
banks  adequately  on  their  net  incomes.  They  had  spent  a  year  at 
Washington  bringing  about  that  situation.  Then,  when  the  State 
of  Xew  York  had  to  pass  a  new  statute,  it  was  my  privilege  to 
appear  before  the  committee  there  and  listen  to  some  of  the  dis- 
cussion and  make  some  few  remarks  before  that  committee.  After 
the  American  Bankers  Association  had  spent  a  year  in  Washington 
making  it  impossible  to  tax  the  banks  adequately  on  their  net  in- 
come, they  came  up  to  Albany  and  here  is  what  one  of  the  bankers 
said:  "Why,  if  you  tax  us  on  the  value  of  the  shares,  I  know  of 
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one  bank  where  that  one  per  cent  would  amount  to  ten  per  cent  o£ 
their  income."  He  complained  about  the  inequality  which  they 
had  forced  upon  the  State  of  New  York  by  their  action  in  Wash- 
ington. 

Now  it  occurs  to  me  that  the  bankers  are  very  much  in  this 
position :  They  have  made  it  impossible  to  tax  the  banks  as  you 
tax  other  business  concerns ;  they  have  made  it  impossible  to  tax 
the  banks  as  you  tax  farmers;  they  have  jockeyed  themselves  into 
a  preferential  position;  they  have  sidestepped  about  twelve  millions 
of  dollars,  as  I  recall  it,  in  the  State  of  New  York,  and  now  they 
are  in  the  position  of  the  boy  who  was  afraid  to  go  to  bed  in  the 
dark  without  somebody  to  hold  his  hand;  they  are  in  the  position 
of  the  man  to  whom  Shakespeare  referred  when  he  said,  "  It  is 
conscience  that  makes  cowards  of  us  all !" 

Judge  Leser:  I  should  like  to  remind  the  conference  that  in 
Connecticut  the  banks  pay  one  per  cent  on  their  shares,  whereas 
the  general  property  rate  is  two  or  three  times  that;  that  in  Rhode 
Island  the  national  banks  pay  virtually  nothing;  that  in  New  York 
the  banks  enjoy  a  rate  of  one  per  cent,  whereas  the  general  prop- 
erty rate  is  also  two,  three  or  four  times  as  high ;  that  in  Pennsyl- 
vania they  have,  since  the  eighties,  enjoyed  a  rate  of  four-tenths  of 
one  per  cent,  while  the  tax  rate  in  Philadelphia  is  something  like 
$2.50  or  more ;  that  in  Maryland  they  pay  a  rate,  local  and  state, 
of  one  and  one-third  per  cent,  while  the  local  tax  rate  in  Baltimore 
city  is  $2.97  per  hundred;  that  in  Virginia  the  shares  of  national 
banks  pay  $1.10  per  hundred  and  the  general  property  rate  is  two 
or  three  times  that  amount;  and  in  North  Dakota  the  banks  pay 
three-tenths  of  one  per  cent,  under  a  gentleman's  agreement  such 
as  you  heard  described  in  Virginia.  Imagine  a  tax  system  built  up 
on  the  basis  of  a  gentleman's  agreement !  While  every  man  in  the 
banking  business  in  Virginia  today  is  a  gentleman,  I  am  willing 
to  grant,  I  also  recognize  the  possibility  that  some  time  in  the 
future  there  may  be  a  man  who  will  get  into  that  business  who  is 
not  a  gentleman,  who  may  spill  the  beans,  by  testing  in  the  courts 
the  constitutionality  of  their  tax. 

Therefore,  I  say  if  there  is  any  fault  to  be  found  with  this  reso- 
lution of  the  majority,  it  might  be  in  not  providing  against  the 
discrimination  of  other  property  and  in  favor  of  national  banks. 

Chairman  Adams  :  Is  there  further  discussion  ? 

Mr.  Tobin  :  I  wanted  to  make  the  statement,  so  as  to  disabuse 
anybody  here  of  the  idea  that  it  was  intended  to  force  the  issue  at 
the  evening's  session.  It  is  not  my  purpose  to  call  for  a  vote  by 
states,  because  when  I  asked  the  chair  to  indicate  the  states  repre- 
sented, that  was  sufficient  for  me,  as  showing  the  representation 
here,  that  is  acting  upon  this  particular  resolution.     As  the  states 
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were  called,  I  recorded  some  twenty-five  states  that  were  repre- 
sented at  this  session  of  the  conference,  and  I  feel  that  the  points 
that  I  would  make,  not  only  about  the  majority  resolution  but  the 
minority  resolution,  would  be  practically  the  same  that  I  made 
against  the  resolution  last  year.  It  was  supposed  then  that  there 
had  been  drafted  a  resolution  that  met  the  requirements  of  the 
various  states. 

We  have  always  tried  to  be  certain  that  this  conference  at  no 
time  was  used  as  the  vehicle  to  carry  out  the  plans  of  some  one 
group.  It  was  deemed  to  be  made  up  of  the  tax  commissioners 
and  economists,  and  all  others  interested  in  taxation.  I  feel  that 
this  resolution  is  placing  the  conference  on  record  for  what  the 
tax  commissioners  desire.  It  is  quite  possible  that  within  their 
own  organizations  and  commissions  they  can  go  on  record  for  any 
particular  piece  of  legislation  that  they  want,  as  far  as  the  revised 
statutes  or  of  any  laws  of  the  United  States  are  concerned. 

I  fear  that  we  are  legislating  instead  of  following  through  what 
was  deemed  to  be  the  purpose  of  these  conferences,  of  simply 
bringing  out  the  best  principles  in  taxation  and  announcing  them. 
Now,  if  we  go  on  and  each  year  have  some  different  plan  of  legis- 
lation and  propose  that  to  Congress,  I  fear  that  our  force  will  be 
lost.  I  am  contending  against  this  resolution  more  as  a  regular. 
I  want  to  try  and  keep  the  association,  and  the  conference  par- 
ticularly, straight,  so  that  at  some  future  time  these  particular 
things  will  not  be  in  our  way. 

Then  again,  we  are  attempting  here  to  say  what  the  policy  of 
the  United  States  shall  be.  In  other  words,  the  United  States  has 
said  that  it  was  quite  necessary,  in  order  to  protect  its  system  of 
banking,  to  have  this  particular  section  in  the  statute.  Now  we 
attempt  to  say  to  Congress  that  that  is  poor  policy.  I  don't  feel 
that  that  is  within  our  province.  I  feel  that  we  are  just  moving 
on  to  another  form  of  legislation  and  that  it  should  have  no  part 
in  our  proceedings  here. 

You  were  reminded  by  the  chairman  of  this  meeting  and  the 
president  of  the  association,  that  the  conference  should  not  act 
upon  any  proposal  unless  it  was  fairly  unanimous.  I  feel  that  in 
the  announcement  that  only  twenty-five  states  are  represented,  any 
resolution  that  may  be  passed,  where  there  is  a  division  of  vote  at 
all,  would  not  have  that  unanimous  approval  that  a  resolution 
should  have  to  go  forth  from  this  conference.  I  shall  be  content 
in  the  record  as  made,  that  this  resolution  is  not  properly  before 
the  conference,  and  that  it  is  not  a  proper  resolution  to  be  passed 
by  the  conference;  that  it  is  not  within  our  province  to  even  con- 
sider it;  that  it  is  an  attempt  to  legislate,  and  something  that  will 
bother  us  from  year  to  year.  Next  year  we  shall  have  something 
else  that  another  group  will  desire  to  pass  through  the  Congress. 
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I  shall  be  content  to  let  the  record  stand,  and  if  it  is  the  sense  of 
those  present  that  they  want  this  resolution  passed,  I  shall  ask  to 
be  recorded  as  not  voting,  because  I  don't  believe  that  the  resolu- 
tion is  properly  before  the  conference,  or  can  it  be  considered  by 
the  conference. 

Mr.  Satterlee  :  Mr.  Chairman :  Like  Mr.  McKenzie,  with  whom 
I  don't  always  agree  (but  we  seem  to  be  together  on  this  happy 
occasion),  I  represent  neither  the  tax  officials  nor  national  banking 
interests,  but  rather  the  public,  although  I  cannot  pretend  to  repre- 
sent so  large  a  proportion  of  them  as  Mr.  McKenzie  does.  It 
may  be  of  possible  interest,  although  probably  not  of  very  much, 
that  I  have  had  a  curious  revulsion  of  opinion  since  I  have  been 
here  at  the  conference. 

It  was  unfortunately  within  the  necessities  of  my  duties  in  New 
York  several  months  ago  to  study  the  so-called  moneyed  capital 
tax  bill,  then  in  the  New  York  legislature,  and  more  or  less  to 
study  it  after  it  became  a  law,  and,  as  was  indicated  yesterday  and 
as  I  should  like  to  emphasize,  I  have  no  hesitation  in  saying  that  I 
think  it  is  the  most  terrible  law  that  was  ever  enacted  by  any 
legislature;  for  complexity  and  for  the  number  of  holes  that  there 
are  in  it.  Up  to  the  time  of  coming  to  the  conference,  not  know- 
ing any  better,  I  was  of  the  impression  that  the  law  and  the  awful 
quality  of  the  law  were  due  to  the  fault  of  the  tax  officials  of  the 
state  who  put  it  through  and  of  the  legislature  of  the  state  that 
would  stand  for  that  sort  of  thing;  but  more  and  more,  from  the 
discussion  of  the  last  few  days,  I  have  come  to  the  conclusion 
that  the  tax  officials  of  the  State  of  New  York  could  not  do  any 
better  than  they  did  do,  and  that  the  fault  lay  not  with  them  but 
with  whoever  it  was  or  whoever  they  were  who  got  Congress  to 
put  through  this  amendment  to  section  5219.  And  it  seems,  from 
what  has  transpired  here — and  if  I  am  wrong  I  am  perfectly  will- 
ing to  be  corrected  —  that  the  form  of  the  amendment  was  due 
very  largely  to  representatives  of  the  national  banking  associations, 
and  in  my  opinion  (and  I  don't  say  this  with  any  particular  heat, 
because  I  am  not  financially  or  otherwise  materially  interested  on 
either  side  of  the  controversy,  but  I  am  interested,  as  we  all  are, 
in  working  out  proper  methods  of  taxation)  the  word  that  Judge 
Leser  used  yesterday — "  humbug  " — was  rather  mild  than  other- 
wise. I  am  surprised  that  he  used  so  mild  an  expression.  (Laugh- 
ter) In  my  opinion,  either  the  representatives  of  the  national 
banking  association  who  procured  such  an  amendment  were  stupid 
and  inefficient,  which  I  can  scarcely  believe,  because  I  know 
enough  about  national  banks  to  know  that  they  would  not  employ 
incompetent  counsel,  or  else  they  were  thoroughly  disingenuous. 
(Applause) 
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Mr.  Link  :  Mr.  Chairman  and  members  of  the  Conference :  It 
seems  almost  a  sin  to  have  to  take  more  time  on  this  matter.  One 
would  think  this  was  something  new,  from  the  way  it  has  been 
contested  and  delayed.  Do  not  let  us  forget  that  this  association 
for  two  years  past  has  been  on  record  in  favor  of  getting  this  un- 
fortunate law  corrected  properly,  and  do  not  forget  that  our  past 
president.  Mr.  Lord,  devoted  a  great  deal  of  time  to  this  matter, 
that  he  should  not  have  been  called  out  of  his  state  for. 

This  talk  about  changing  laws  has  been  fully  covered,  but  it  is 
a  queer  country.  Here  is  worthy  congressman  Mills  standing  be- 
fore us  today  in  one  of  the  most  masterly  addresses  that  I  have 
ever  listened  to;  a  member  of  Congress,  talking  very  vigorously, 
not  only  to  change  law  but  to  change  the  Constitution  —  and  wc 
know  how  right  he  is  about  it.  I  don't  care  how  long  it  takes  to 
change  that  Constitution  or  how  little  money  is  gained  by  taxing 
those  outrageously  undertaxed  securities,  but,  members  of  this 
conference,  it  is  a  principle  that  is  wrong,  and  Congressman  Mills 
is  doing  a  real  service  when  he,  as  a  member  of  Congress,  is  out 
advocating  the  change  even  of  our  fundamental  Constitution. 

I  should  pass  up  some  of  these  little  things,  such  as  my  sugges- 
tion of  yesterday  to  wipe  out  this  section.  That  was  explained  to 
those  of  you  who  were  here.  Of  course,  we  were  all  talking  to 
the  point,  not  of  untaxing  national  banks,  but  of  fixing  it  so  that 
they  should  submit  to  proper  taxation. 

But  I  feel  that  this  should  be  said,  in  justice  to  the  members  of 
this  conference  who  were  not  on  this  committee.  We  are  accused 
of  having  these  three  long  resolutions  presented  and  summarily 
cast  aside.  Mr.  Chairman,  I  am  a  little  ashamed  to  say  to  you  that 
the  same  tactics  that  you  are  witnessing  now  have  been  also  in 
vogue  since  we  have  been  here,  and  as  a  result  of  that  it  has  been 
our  unpleasant  duty,  as  a  resolutions  committee,  to  have  to  devote 
ten  times  as  much  time  to  this  thing  as  we  did  to  this  great  reso- 
lution which  I  know  you  will  all  enthuse  over  when  you  adopt  it. 
for  the  expenditure  of  tax  money  in  this  country.  Not  only  did  we 
do  that,  but  we  took  those  three,  one  at  a  time,  word  for  word  and 
clause  by  clause.  Why  were  we  forced  to  disregard  each  one  ? 
Because  we  did  not  find  a  single  one  of  the  three  that  would 
permit  a  state  in  this  Union  to  tax  national  banks  according  to  the 
principles  laid  down,  enunciated  and  supported  by  this  body  since 
its  organization,  to  wit,  a  combination  of  property,  personal  income 
and  business  taxes.  We  could  do  that  to  farms,  city  real  estate, 
merchants,  manufacturing,  live  stock  men,  and  everything  else 
under  the  sun,  but,  bless  your  souls,  when  it  came  to  national 
banks,  instead  of  being  allowed  to  apply  the  three  as  we  could  to 
other  property,  the  most  we  could  take  was  one,  according  to  these 
famous  resolutions  discarded  in  that  wav. 
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On  the  matter  of  constitutional  protection,  I  am  not  a  lawyer; 
many  splendid  lawyers  are  here,  and  many  good  ones  are  upon  this 
committee.  But,  Mr.  Chairman  and  members  of  this  conference; 
it  strikes  me  that  if  we  have  a  Constitution  that  the  national  banks 
of  this  country  cannot  live  under  along  with  the  masses  of  people 
in  other  industries,  it  is  a  pretty  serious  situation,  and  either  the 
people  of  this  country  should  do  as  our  forefathers  did  many 
years  ago  when  they  left  other  countries  and  came  here,  or  else 
we  should  let  the  national  banks  remove. 

Mr.  Gary  :  I  want  to  be  brief  in  this  matter  —  as  brief  as  the 
situation  will  permit.  It  is  true,  as  Mr.  Colladay  said,  that  this 
committee  had  presented  to  it — and  I  happened  to  be  a  member  of 
the  sub-committee  and  also  a  member  of  the  full  committee — three 
resolutions  aimed  to  correct  the  so-called  bank  tax  evil.  We  failed 
to  adopt  those  resolutions,  however,  for  the  simple  reason  that 
each  of  those  resolutions  was  based  on  grounds  of  expediency. 
Those  resolutions  contained  statements,  recommendations  to  Con- 
gress as  to  just  what  law  they  should  pass. 

Now,  the  committee  was  faced  with  this  proposition :  Should  we 
recommend  to  Congress  what  we  thought  we  could  get  through 
(which  Mr.  Tobin  objects  to),  or  should  we  stand  upon  the  broader 
plane  of  the  National  Tax  Association  and  announce  not  only  to 
Congress  but  to  the  world  what  we  believe  to  be  right?  The 
majority  of  the  committee  as  well  as  the  minority  had  very  earnest 
and  conscientious  and  deep-abiding  convictions  on  this  subject 
and  they  were  faced  with  the  question  of  whether  they  should 
sacrifice  their  convictions  for  the  sake  of  expediency  or  whether 
they  should  announce  them  to  the  world  so  that  it  might  know  how 
they  felt  in  the  matter.     We  chose  the  latter  course. 

It  may  be  that  we  shall  never  get  this  law  through.  But  are  we 
to  consider  only  what  laws  we  can  pass  and  recommend  those 
laws?     I  have  never  known  the  association  to  do  so  before. 

My  friend,  Mr.  Tobin,  suggested  that  the  adoption  of  this  reso- 
lution means  that  we  recommend  to  Congress  a  change  of  the  law. 
and  then  next  year  some  additional  proposition  will  come  up  and 
we  will  recommend  another  change.  That  is  the  very  thing  that 
this  committee  is  seeking  to  prevent.  We  say  national  banks  enjoy 
special  privileges;  that  those  special  privileges  prevent  the  states 
from  taxing  them  like  they  do  all  other  corporations  within  the 
state,  and  therefore  we  say;  eliminate  those  special  privileges  so 
that  we  can  tax  national  banks  just  as  we  do  everybody  else !  That 
is  all  we  ask. 

I  know  some  of  the  gentlemen  who  have  fought  to  retain  the 
special  privilege  that  was  granted  to  them  back  in  1864.  I  don't 
censure  them  for  the  stand  which  they  take.  I  believe  most  of 
them  were  actuated,  as  I  said  yesterday,  by  honest  convictions,  and 
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yet  I  feel  that  they  are  more  familiar  with  the  banking  laws  than 
they  are  with  the  tax  laws.  They  recognize  the  fact  that  they 
have  gained  an  advantage,  and  the  man  who  has  an  advantage  in 
this  country — and  this  applies  to  most  of  us,  I  will  say,  although  I 
dislike  to  admit  it — hates  to  sacrifice  that  advantage.  But  I  know 
the  caliber  of  some  of  the  men  who  oppose  this,  well  enough  to 
know  that  if  the  farmers  of  this  country  went  to  Congress  and 
asked  for  a  law  providing  that  the  states  shall  not  tax  farmers  at  a 
greater  rate  than  the  farmers  in  Hawaii  are  taxed,  they  would 
say,  "  The  farmers  have  gone  crazy;  they  want  special  privileges." 
Yet,  I  say  that  the  farmers  of  Hawaii  and  the  farmers  of  the 
United  States  are  just  as  comparable  as  bank  stock  and  moneyed 
capital,  as  the  bankers  seek  to  have  that  term  interpreted ! 

I  think  we  shall  all  have  to  admit  that  we  have  either  got  to 
adopt  the  views  as  expressed  by  that  resolution  or  admit  that 
democratic  government  is  a  failure.  If  we  cannot  trust  national 
banks  to  the  hands  of  the  state  legislatures,  then  I  don't  believe 
that  we  can  trust  any  interest  to  the  hands  of  the  state  legislatures. 
And  that  is  the  crux  of  the  whole  matter.     (Applause) 

We  don't  ask  Congress  to  permit  us  to  discriminate.  All  we  ask 
is  that  Congress  permit  the  states  to  tax  national  banks  fairly. 
We  are  on  the  side  asking  for  fair  legislation ;  we  are  simply  say- 
ing, "  Entrust  national  banks  to  us,  just  as  you  do  all  other  in- 
dustry." Now  they  say  that  that  is  a  step  that  may  lead  to  the 
destruction  of  national  banks.  In  the  first  place,  I  think  practi- 
cally everybody  in  this  audience  will  agree  with  me  that  experi- 
ence teaches  us  better  than  that.  They  say  that  the  demagogue  is 
wild  in  the  land  and  that  he  is  aiming  particularly  at  financial  in- 
stitutions. I  don't  think  that  the  demagogue  is  aiming  at  banks 
and  financial  institutions  any  more  than  he  is  at  the  so-called  trusts 
of  this  country,  and  I  know  of  no  instance  in  which  states  have 
passed  such  discriminatory  laws  as  to  injure  these  so-called  trusts. 

In  conclusion,  I  think  that  we  might  well  rely  upon  the  Four- 
teenth Amendment  to  the  Constitution  to  furnish  such  protection 
as  the  banks  require. 

Mr.  F.  N.  Whitney:  I  should  like  to  inquire  whether,  if  the 
states  should  enact  legislation  which  unjustly  taxed  the  national 
banks  and  the  national  banks  could  not  obtain  a  remedy  under  the 
Fourteenth  Amendment,  Congress  could  not  afford  the  remedy  by 
reenacting  section  5219  at  the  next  session? 

Judge  Hough  :  It  would  seem  that  Mr.  Tobin's  idea  of  adopting 
the  section  is  to  leave  every  law  the  same  as  it  now  is.  It  would 
seem  as  if  he  would  like  to  prevent  any  special  legislation  in  regard 
to  banks  here,  and  it  would  also  seem  that  he  is  supporting  the 
minority  motion  here,   which   recommends  legislation  very   much 
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more  special  than  that  which  is  contained  in  the  resolution  which 
has  been  passed  by  a  majority  of  the  resolutions  committee.  That 
resolution  does  not  ask  for  any  special  legislation.  The  resolution 
rests  upon  the  broad  principle  that  national  banks  should  be  taxed 
as  other  property  is  taxed.  What  other  class  of  property  has  any 
sort  of  protection? 

Our  other  friend  says  that  if  this  is  passed,  it  will  invite  taxing 
national  banks  to  the  sky.  Nobody  has  any  such  purpose.  He 
repeated  that  over  and  over  in  his  speech,  and,  as  Mr.  Bryan  said, 
what  they  want  to  do  is  to  take  the  lid  off  and  invite  the  states  to 
go  to  it. 

This  resolution  has  no  such  purpose.  It  simply  seeks  to  place 
national  banks  on  exactly  the  same  plane  with  all  other  property. 
Look  at  the  situation  in  regard  to  the  taxation  of  railroads;  look 
at  the  situation  in  regard  to  the  taxation  of  the  large  telephone 
companies  and  of  other  large  corporations.  They  are  being  treated 
in  the  states  of  the  Union  exactly  as  other  property  is  being 
treated.  This  resolution  only  asks  to  put  into  the  law,  common 
sense  in  the  taxation  of  national  banks.  It  will  say  to  the  people 
of  the  various  states :  "  These  national  banks,  while  they  are  in- 
strumentalities of  the  federal  government,  are  also  state  institu- 
tions. Treat  them  as  you  do  your  own  institutions  of  the  same 
kind."  That  is  all  in  the  world  that  this  resolution  could  possibly 
do,  if  it  produced  legislation  in  Congress  which  it  is  designed  to 
produce.  It  is  based  upon  fairness;  it  is  based  upon  common 
sense;  it  is  based  upon  the  broad  principle  of  permitting  the  states 
to  treat  all  property  within  the  state  in  exactly  the  same  way,  when 
it  comes  to  matters  of  taxation. 

If  there  should  be  a  maniac  arise  in  some  states;  secure  control 
of  the  legislature,  and  seek  to  tax  national  banks  out  of  existence, 
why  my  good  friend,  Mr.  Whitney,  here  has  touched  the  electric 
button  when  he  says  that  Congress  could  immediately  assume  con- 
trol of  the  situation  again  and  protect  national  banks. 

There  was  a  time  when  the  national  banks  needed  protection. 
That  time  has  passed,  and  we  cannot  now  say  that  there  is  some- 
thing sacred  about  a  national  bank  which  requires  the  states  to 
treat  it  in  any  way  different  from  the  way  in  which  they  treat 
their  own  state  banks,  their  own  trust  companies,  and  other  finan- 
cial institutions  of  that  same  character. 

Mr.  Tobin  :  I  want  Mr.  Hough  to  understand  that  I  was  not 
for  either  of  these  resolutions.  I  am  opposed  to  any  program  of 
this  kind  at  all. 

Judge  Hough  :  I  beg  the  gentleman's  pardon ;  I  understood  he 
was  supporting  the  minority  resolution. 

Mr.  Tobin  :  I  am  opposed  to  any  kind  of  legislation. 
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Mr.  Colladay  :  I  should  like  to  make  a  correction  in  something 
which  Mr.  Link  said — I  am  sure  he  did  not  mean  to  convey  the 
impression  that  his  language  would  make  upon  the  assembled  body 
here.  He  said,  in  effect,  that  all  the  three  resolutions  which  I 
mentioned  were  considered  word  for  word  by  the  other  members 
of  the  committee.  That  would  give  the  impression  that  I  was 
misrepresenting  when  I  said  they  were  not.  They  were  not  read 
in  the  committee  meeting.  I  am  sure  he  did  not  mean  to  imply 
that  I  had  made  a  misstatement,  and  I  don't  want  to  be  left  in  that 
position  because  I  stated  the  fact,  so  far  as  the  conference  in  the 
full  assembled  committee  was  concerned. 

Mr.  Link  :  The  stenographic  notes  will  show  what  I  said.  I 
don't  think  I  said  that.  I  said  that  the  members  of  the  committee 
considered  them  word  for  word.  I,  personally,  took  those  to  my 
room  and  read  and  re-read  them.  I  passed  them  around  among  us, 
so  that  they  were  very  carefully  considered.  I  didn't  say  each 
member  had  read  them  word  for  word. 

Mr.  Colladay  :  Then  you  don't  mean  to  imply  that  they  were 
considered  in  the  committee  meeting? 

Mr.  Link  :  They  were  not  considered  in  the  committee  meeting, 
but  they  were  considered  carefully  by  the  members  of  the  com- 
mittee.    We  had  all  studied  them. 

Mr.  Colladay:  I  don't  want  to  be  left  in  the  position  of  having 
made  an  erroneous  statement.  What  I  have  stated  is  correct.  As 
far  as  I  know,  what  Mr.  Whitney  states  is  correct,  that  Congress 
could  step  in  and  re-enact  the  law.  If  the  states,  however,  had 
enacted  laws  which  were  unfair,  the  re-enactment  of  Congress 
would  have  no  effect  retroactively  but  would  only  take  effect  as 
from  the  date  of  the  enactment.  Beyond  that  I  do  not  care  to 
discuss  the  matter  further. 

Mr.  S.  Lord  :  Mr.  Colladay  left  the  impression,  I  am  afraid — but 
I  feel  sure  unintentionally — upon  the  members  here,  that  men  from 
this  conference  and  from  the  tax  association  went  down  to  Wash- 
ington and  represented  to  Congress  that  as  representatives  of  this 
association  we  were  appearing  there  to  ask  for  a  change  in  the 
statutes.  I  very  carefully  refrained  from  anj-thing  of  that  kind, 
and  I  am  sure  that  every  other  member  of  this  association  who 
was  there  carefully  refrained  from  in  any  way  dragging  the  Na- 
tional Tax  Association  into  the  controversies  in  regard  to  bank 
taxation  that  have  been  before  Congress  during  the  last  couple  of 
years. 

Mr.  Colladay:  If  that  is  important,  I  concede  it.     I  think  the 
group  was  simply  referred  to  as  the  "  tax  commissioners  ". 
25 
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Mr.  S.  Lord  :  I  suggested  every  amendment  I  could  think  of  to 
the  bankers  who  came  to  Washington,  that  would  safeguard  the 
banks  and  still  give  the  states  an  opportunity  to  do  the  things 
which  they  hoped  and  wanted  to  do;  namely,  to  reform  their 
rather  archaic  tax  systems.  We  told  the  bankers  that  this  partic- 
ular federal  statute  stood  right  across  the  pathway  of  any  kind  of 
rational  tax  reform,  and  many  of  us  laid  awake  nights,  trying  to 
figure  out  amendments  that  would  prove  satisfactory  to  the  banks. 

I  suggested  to  them  at  one  of  our  conferences  that  we  would 
gladly  agree  upon  an  amendment  that  would  provide  that  stock  in 
national  banks  should  be  taxed  no  higher  than  state  banks,  trust 
companies,  banking  institutions  generally,  or  than  real  estate  in 
the  community  where  they  were  functioning;  but  they  would  not 
accept  it;  they  simply  would  not  agree  to  any  amendment  that 
would  be  of  any  practical  use  in  any  state  that  was  trying  to 
reform  its  tax  laws. 

I  told  them  frankly  then  that  my  own  view  was  that  the  Four- 
teenth Amendment  to  the  federal  Constitution  afforded  them  every 
protection  that  they  were  entitled  to  or  could  rightfully  ask  Con- 
gress to  give  them.  But  they  pooh-poohed  this  suggestion  and 
brushed  it  aside  with  the  remark  that  there  was  nothing  to  it,  and 
all  through  those  conferences  they  devoted  most  of  their  time  to 
throwing  sand  into  the  gear-box.  They  were  not  there  for  the 
purpose  of  helping  us  secure  needed  legislation;  their  purpose 
seemed  to  be  to  befuddle  the  situation  and  thus  prevent  any  legis- 
lation at  all.  Every  man  who  was  there  went  home  with  that  feel- 
ing, and  very  sorrowfully  too,  because  we  had  hoped  for  bigger 
things  from  the  bankers  of  this  country. 

The  senate  of  the  United  States,  after  a  very  careful  considera- 
tion of  the  whole  subject,  were  perfectly  willing  to  amend  section 
5219,  so  that  stock  in  national  banks  could  be  taxed  at  no  greater 
rate  than  other  moneyed  capital  invested  in  the  banking  business. 
It  seemed  to  us  that  that  was  all  the  safeguard  needed,  and  it  is  a 
pleasing  thing  to  state  that  a  very  large  majority  of  the  United 
States  Senate  agreed  with  us,  and  I  am  confident  that  the  House 
would  have  been  with  us,  if  it  had  not  depended  too  much  upon 
its  committee  on  banking  and  currency  for  guidance. 

I  cannot  feel  that  a  measure  involving,  as  this  did,  a  question 
of  taxation,  rather  than  the  question  of  banking,  should  ever  have 
been  submitted  to  the  committee  on  banking  and  currency,  because 
a  committee  made  up  as  that  was  is  naturally  prone  to  follow  the 
advice  of  bankers  and  give  little  heed  to  views  coming  from  other 
sources. 

It  seems  perfectly  clear  to  me  that  if  Congress  should  follow 
out  the  suggestions  embodied  in  these  resolutions  and  wipe  out  all 
of  section  5219,  except  the  permissive  feature,  the  states  would  be 
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powerless  to  enact  laws  which  would  tax  national  banks  at  any 
greater  rate  than  that  imposed  upon  state  banks  and  other  similar 
institutions. 

I  believe,  therefore,  that  the  Fourteenth  Amendment  is  a  com- 
plete and  ample  safeguard  to  national  banks,  and  that  the  whole 
matter  narrows  itself  right  down  to  this:  Should  an  archaic  statute 
remain  intact  simply  to  relieve  national  bankers  of  imaginary  dan- 
gers that  never  happened  and  probably  never  will  happen,  or  should 
Congress  rather  rise  to  the  emergency  and  legislate  in  the  interests 
of  the  general  public  good?  Must  the  rights  of  the  bankers  be 
considered  superior  to  the  rights  of  all  other  taxpayers  in  the 
matter  of  protection,  or  in  any  other  way?  Section  5219  as  amended 
is  little  better  than  it  was  before  and  I  submit  that  this  resolution 
is  one  of  the  most  opportune  and  wholesome  resolutions  ever  pre- 
sented to  a  tax  conference,  and  I  hope  that  it  will  be  adopted. 
(Applause) 

Mr.  B.  S.  Orcutt  :  Mr.  President;  I  move  the  previous  question. 

Chairman  Adams  :  I  will  re-state  the  question.  It  is  an  amend- 
ment, to  adopt  the  report  of  the  minority  committee.  This  motion 
is  not  debatable. 

I,  personally,  feel  some  reluctance  to  put  it ;  I  am  in  hearty 
sympathy  with  the  majority  report.  If  I  were  going  to  vote,  I 
should  vote  in  favor  of  it. 

Nevertheless,  I  still  feel  that  if  there  is  any  objection  from  a 
single  person  in  favor  of  the  minority  report  and  opposed  to  the 
majority  report,  we  should  continue  this  discussion  and  hold  it 
over  until  after  dinner  and  hear  it  at  the  next  session,  immediately 
upon  convening. 

Mr  Link  :  Mr.  Chairman,  I  don't  know,  but  I  think  we  are  getting 
into  technicalities  again.  It  seems  to  me  the  mover  of  the  motion 
and  everybody  will  agree,  to  let  this  go  over  and  be  voted  upon  at 
the  next  session. 

I  move  that  it  be  made  a  special  order  of  business  at  the  next 
session. 

Chairman  Adams  :  Mr.  Tobin  has  stated  that  he  will  not  call,  as 
he  is  authorized  and  entitled  to  call,  for  a  vote  by  states.  He  is 
perfectly  willing  to  have  the  ordinary  vote  taken  when  the  time 
comes. 

Under  the  rules,  we  should  have  to  have  on  this  resolution,  a  vote 
by  states.     Mr.  Tobin  has  stated  that  he  will  not  ask  for  that. 

My  position  now  is  this :  If  any  person  in  favor  of  the  minority 
report  and  opposed  to  the  majority  report,  thinks  it  wise  to  ask  for 
further  discussion.  I  shall  ask  for  further  discussion,  I  shall  ask 
that  this  motion  for  the  previous  question  be  withdrawn.     If  there 
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is  no  request  that  this  discussion  be  prolonged,  we  might  take  the 
vote  now.     I  can  see  no  object  in  prolonging  the  discussion. 

Mr.  Blodgett  :  I  should  like  to  be  heard  when  the  Chairman  has 
finished. 

Chairman  Adams:  I  am  in  an  uncomfortable  position.  In  the 
first  place,  I  broke  the  rule.  We  have  the  motion  on  the  previous 
question.  It  is  not  debatable.  I  am  to  take  the  liberty  of  ask- 
ing if  any  one  here  objects  to  taking  a  vote  on  this  question  at  this 
time  ? 

Mr.  Colladay:  I  do  not  object  to  it.  My  position  has  not  been 
technical  at  any  time.  I  made  no  technical  objections.  I  do  not 
know  whether  the  other  three  gentlemen  who  voted  with  me  in 
the  committee  on  resolutions  are  all  present  or  not.  If  they  are,  I 
have  not  even  mentally  any  objection  to  a  vote.  I  did  feel,  how- 
ever, that  it  was  a  mistake  for  the  association  to  get  into  the  posi- 
tion (yet  I  did  not  record  it  as  an  objection)  of  forcing  this  matter 
through  at  the  end  of  the  afternoon's  session.  There  was  Mr. 
Black  of  Kansas,  Senator  Smith  of  Iowa,  and  Mr.  Blodgett,  who 
just  arose;  for  what  purpose,  I  do  not  know.  I  have  no  idea  that 
there  will  be  a  majority  of  the  gentlemen  assembled  here  who  will 
vote  in  favor  of  my  motion,  and  with  those  few  remarks  I  am 
through,  except  to  let  it  be  acted  upon  as  the  members  may  see  fit. 

Chairman  Adams:  Mr.  Blodgett,  I  think,  under  the  circum- 
stances you  are  entitled  to  be  heard. 

Mr.  Blodgett  :  I  was  going  to  state  that  I  voted  in  the  committee 
for  the  minority  report  and  in  favor  of  the  motion  offered  by  the 
gentleman  here.     I  will  take  but  just  a  moment  of  the  time. 

It  appears  to  me  that  we  are  a  little  forgetful,  perhaps,  of  what 
has  occurred  with  respect  to  the  efforts  of  states  to  tax  national 
banks.  We  appear  to  be  considering  the  subject  at  this  time  on 
the  theory  that  human  nature  in  this  country  has  changed.  I  do 
not  think  it  has  changed  in  any  manner  to  justify  this  attitude. 
It  has  been  some  twenty-seven  years  since  we  had  in  this  country  a 
nation-wide  political  discussion  in  favor  of  fiat  money.  A  genera- 
tion prior  thereto  the  campaign  was  conducted  in  favor  of  green- 
backism,  and  prior  to  that  time  by  approximately  another  genera- 
tion, campaigns  were  conducted  through  the  states  against  national 
banks.  We  are  about  due  now  for  another  nation-wide  political 
discussion  on  some  phase  of  money  issue.  It  is  likely  to  center 
upon  the  federal  reserve  system,  or  against  banks. 

How  we  get  into  such  discussion  I  do  not  pretend  to  know,  but 
the  history  of  the  country  shows  that  we  are  about  due  for  it.  It 
comes  in  cycles,  as  my  friend  here  suggests,  precisely  as  does  any 
other  serious  ailment  of  humankind.     Time  was  when  section  5219 
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was  found  to  be  necessary.  It  was  necessary  because  of  political 
conditions.  Can  we  now  with  any  assurance  say  that  those  poHtical 
conditions  will  not  recur,  and  can  our  prophets  who  pretend  to 
know  what  the  court  is  to  say  about  the  Fourteenth  Amendment 
speak  with  sufficient  assurance  to  guarantee  that  the  firesides  of 
American  homes  will  not  meet  unfortunate  and  distressing  eco- 
nomic conditions,  brought  about  by  the  disturbance  of  our  national 
banking  system  ? 

This  conference  can  afford  to  go  a  little  slow  with  respect  to  this 
very  serious  subject.  I  understand  that  there  has  been  difficulty 
in  some  states  in  procuring  suitable  legislation  with  respect  to  the 
taxation  of  national  banks,  and  that  in  some  states  the  bankers  have 
been  misled  and  have  acted  unfortunately  with  respect  to  taxation. 
In  my  own  state  I  have  not  met  with  such  experiences.  It  is  pos- 
sible that  the  Connecticut  statute  which  imposes  a  tax  on  national 
banks  is  unconstitutional.  We  impose  a  tax  of  one  per  cent  on  the 
value  of  the  stock  of  banks,  and  in  addition  we  tax  the  real  estate 
as  property  of  other  people  as  taxes.  ]My  opinion  is  that  if  dif- 
ficulty is  experienced  in  this  direction,  our  statutes  may  be  amended 
to  meet  the  limitations  imposed  by  the  provisions  of  the  amended 
section  5219  of  the  federal  statutes. 

Some  of  my  friends  in  this  conference  feel  that  all  limitations 
upon  the  rights  of  states  to  tax  national  banks  should  be  repealed, 
because  it  is  contended  that  under  the  provisions  of  section  5219 
of  the  federal  law  national  banks  have  a  special  privilege.  In  an- 
swer to  this  it  may  be  pointed  out  that  national  banks  in  this  country 
are  special  institutions.  They  operate  under  special  limitations  im- 
posed by  Congress.  The  power  of  a  state  to  tax  national  banks, 
imless  some  limitations  are  imposed,  remains  as  it  was  in  other 
days,  a  power  to  destroy. 

I  have  not  been  approached  directly  or  indirectly  by  any  banker 
on  this  subject.  I  am  expressing  my  views  with  the  knowledge  of, 
and  after  having  studied  to  some  extent,  the  history  of  this  country. 
What  kind  of  men  will  be  sent  into  the  legislative  halls  of  states 
or  to  Congress  in  a  business  depression  ?  Whom  will  they  send  ? 
Whom  did  they  send  to  the  Senate  of  the  United  States  from  a 
great  state  the  very  first  time  that  the  w-heat  farmers  there  began 
to  suffer  from  the  reaction  from  the  war?  Are  they  men  who  are 
competent  to  legislate  with  respect  to  finance,  banks,  and  at  all 
times  with  due  regard  to  economic  law?  The  spirit  which  actuates 
certain  people  in  legislative  halls  is  no  different  today  that  it  was 
in  the  days  of  McCulloch  against  Maryland.  It  is  not  any  different 
from  what  it  was  when  the  Ohio  case  was  tried.  It  is  not  any 
different  at  all  from  what  it  was  in  the  days  of  John  Marshall.  Ad- 
mittedly national  banks  in  those  days  were  in  peril,  and  from  the 
action  of  the  states.  Sorrowful  conditions,  now  apparently  for- 
gotten, resulted. 
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Someone  suggests  that  I  do  not  trust  democracy.  Democracy 
has  been  trusted.  I  trust  it  as  far  as  history  justifies  that  it  be 
trusted,  and  not  any  farther.  The  signs  of  our  times  do  not  justify 
trusting  democracy  any  farther,  with  respect  to  the  taxation  of 
banks,  than  it  was  trusted  in  other  days.  It  is  best  that  this  as- 
sociation should  not  go  on  record  as  favoring  the  abolition  of  all 
limitations  upon  states  in  the  matter  of  taxing  our  national  banking 
institutions. 

Mr.  Converse  :  Mr.  Chairman,  I  move  that  we  adjourn  until  the 
evening  session. 

Chairman  Adams  :  The  motion  to  have  the  previous  question,  I 
shall  have  to  rule,  in  view  of  our  existing  rule,  that  no  vote  shall  be 
taken  at  the  session  at  which  the  resolution  is  introduced,  out  of 
order. 

Mr.  Orcutt  :  I  will  withdraw  my  motion. 

Chairman  Adams  :  The  motion  is  withdrawn,  and  the  motion 
to  adjourn  until  the  evening  session  is  in  order. 

Judge  Leber  :  I  move  unanimous  consent  to  take  the  vote  at  this 
time.     A  vote  of  that  kind  is  always  in  order. 

Chairman  Adams:  Is  there  any  objection  to  taking  the  vote  at 
this  time  ? 

Captain  White:  I  object. 

Chairman  Adams:  A  motion  to  adjourn  is  in  order. 

It  was  voted,  upon  motion  regularly  made  and  seconded,  that  the 
meeting  adjourn. 

Adjournment 
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Chairman  Adams  :  The  meeting  will  please  come  to  order.  I 
am  disposed,  personally,  if  we  can  take  up  this  resolutions  com- 
mittee matter  and  finish  it  up  in  the  course  of,  let  ixs  say,  half  an 
hour,  to  take  that  up  before  the  other  papers.  If  not,  we  shall 
have  to  go  on  with  the  paper  reading,  as  scheduled  for  this  meeting. 

Mr.  Zoercher:  Mr.  Chairman;  in  fairness  to  all  the  people  that 
are  here;  there  are  many  of  us  going  away  at  ten-twenty  tonight, 
and  if  the  other  program  is  taken  up  we  shall  not  be  here,  so  I 
move  that  we  take  up  the  resolutions  as  unfinished  business  and 
dispose  of  the  other  business  afterward. 

The  motion  was  regularly  seconded. 

Chairman  Adams  :  The  motion  is  made  and  seconded,  that  we 
construe  the  resolutions  as  unfinished  business  and  proceed  with 
the  consideration  of  those  resolutions  for  a  period  that  is  reason- 
ably limited.  Is  there  discussion?  If  not,  those  in  favor  of  the 
motion  will  say  "  aye  " ;  contrary-minded  "  no  ".  The  "  ayes  " 
have  it. 

We  will  now  resume  the  discussion  of  the  resolutions  as  pro- 
posed. The  matter  is  open  for  discussion.  Is  there  any  one  who 
wishes  to  discuss  the  resolutions  further? 

The  question  before  the  session  is  the  minority  report,  relating 
particularly  and  exclusively  to  resolution  Xo.  1,  dealing  \\-ith  the 
bank  matter.  Is  there  further  discussion  of  this  motion,  which  is 
to  substitute  for  the  report  of  the  majority,  the  minority  report. 
Gentlemen,  if  there  is  no  further  discussion,  I  shall  put  the  question. 

Captain  White  :  Mr.  Chairman ;  in  the  first  place,  I  want  to 
arise  to  a  question  of  personal  privilege.  On  going  out  of  the  hall, 
I  overheard  the  remark  that  those  who  were  forwarding  this  reso- 
lution were  paid  by  the  bankers  to  do  it.  It  seems  hardly  to  have 
entered  the  head  of  the  individual  who  made  the  remark,  that  a 
manufacturer  who  has  the  interests  of  the  manufacturing  and  in- 
dustrial world  at  heart  is  probably  as  vitally  interested  in  this 
question  as  a  tax  official  who  may  be  trying  to  interpret  the  law. 
and  I  should  like  to  state  plainly  that  I  am  the  president  and  treas- 
urer of  a  couple  of  organizations  that  depend  upon  the  national 

(391) 
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banks  for  accommodation,  and  any  law  that  may  be  detrimental  to 
their  welfare  affects  me,  personally. 

Now,  in  regard  to  the  resolution — the  minority  report — the  first 
question  that  was  raised  in  regard  to  section  5219  was  in  regard  to 
whether  it  should  be  amended  in  such  a  manner  as  would  indicate 
exactly  the  position  of  Congress.  I  am  heartily  in  favor  of  such 
an  amendment.  But  it  is  suggested  that  the  law  should  be  en- 
tirely wiped  out  and  the  bankers  should  depend  entirely  upon  the 
courts  and  the  Fourteenth  Amendment.  I  feel  that  the  tax  officials, 
interpreting  a  law,  have  done  their  part  by  interpreting  it.  If  the 
law  is  not  clear  and  they  have  difficulty  in  interpreting  it,  then  they 
have  a  perfect  right  to  have  the  law  amended  so  that  it  can  be 
properly  interpreted,  in  accordance  with  the  requirements  of  Con- 
gress. But  when  they  go  further  than  that  and  ask  for  the  repeal 
of  a  law  and  say  that  the  people  over  whom  they  have  control  in 
regard  to  tax  measures  have  recourse  to  the  court,  in  case  their 
decision  is  adverse,  I  think,  gentlemen,  that  that  is  a  mistaken 
attitude  to  take.  Not  only  that,  but  when  there  is  any  marked 
opposition  to  a  certain  resolution  in  this  organization,  I  think  it 
may  well  be  for  the  good  of  all  concerned,  to  go  a  little  bit  slow  in 
adopting  that  resolution,  because  we  must  remember  that  we  are 
not  all  of  the  members  who  belong  to  the  tax  association  or  to  this 
conference;  and  we  are  not  all  the  people  who  might  be  here  or 
who  were  appointed  to  be  here.  It  is  very  easy  to  get  a  majority 
opinion  that  may  not  really,  in  the  course  of  time,  carry  out  the 
meaning  and  intent  of  this  association. 

So,  while  I  shall  vote  in  favor  of  accepting  the  minority  report 
instead  of  the  majority  report,  it  will  be  so  that  we  may  make 
haste  slowly. 

Chairman  Adams  :  Is  there  further  discussion  ? 

Mr.  G.  Lord:  Mr.  Chairman;  I  hope  that  the  conference  will 
not  adopt  the  minority  report,  for  several  reasons.  First  of  all,  if 
it  is  adopted,  it  will  be  in  effect  a  reflection  upon  every  state  in 
this  union,  in  that  the  inference  will  be  drawn  that  the  state  tax- 
ing authorities  would  not  deal  fairly  with  national  banking  institu- 
tions. Another  reason  why  I  hope  the  report  will  not  be  adopted 
is  that  in  effect  you  would  give  approval  to  a  federal  statute  which, 
in  express  terms,  as  construed  by  the  United  States  Supreme  Court, 
grants  a  special  privilege  to  the  national  banking  institutions  of 
this  country;  and  that  should  have  no  place  in  any  tax  system  any- 
where. 

What  is  proposed  by  the  majority  report?  We  simply  ask  there 
in  that  majority  report  that  national  banks  be  taxed  in  the  same 
manner  that  other  business  enterprises  are  taxed.  Is  there  any- 
thing wrong  about  that?    Is  there  anything  unfair  in  saying  to  the 
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national  banks,  "■  You  shall  pay  the  same  proportion,  to  the  value 
of  your  capital  invested  in  the  banking  institution,  of  the  cost  of 
government,  that  the  state  banks  pay"?  That  is  all  we  do.  It  is 
simply  an  equitable  plan  of  taxation.  That,  as  I  understand  it,  is 
the  real  purpose  of  the  national  tax  association  —  to  bring  about 
an  equitable  system  of  taxation  and  an  equitable  distribution  of  the 
revenue  collected  upon  the  assessments  of  property. 

A  great  fear  has  been  expressed  by  the  opponents  of  this  major- 
ity report,  that  the  legislatures  of  the  various  states  would  classify 
property  for  purposes  of  taxation,  and  that  in  that  classification 
they  would  single  out  the  national  banks  for  an  excessive  levy  of 
taxes.  In  other  words,  as  my  friend  Mr.  Colladay  said,  the  sky 
would  be  the  limit.  That  is,  he  in  effect  says  that  the  taxing  offi- 
cials and  the  legislators  of  the  various  states  would  deal  unfairly 
with  the  national  banks,  simply  because  they  were  national  banks. 

As  a  taxing  official  of  my  own  state,  I  will  say  this:  That  it  is 
far  from  the  intention  of  the  taxing  officials  in  Michigan  to  do  any 
such  thing.  They  will  do  as  they  always  have  done ;  they  will 
treat  the  national  banks  fairly,  just  as  fairly  as  they  have  treated 
any  other  business  enterprise — and  that  is  all  that  we  propose  to  do 
or  are  trying  to  bring  about  by  the  adoption  of  this  majority  report. 

I  hope,  gentlemen,  that  you  will  vote  down  this  minority  report 
and  adopt  the  majority  report. 

Mr.  W.  R.  Bradley:  Mr.  President;  this  situation  here  reminds 
me  of  something  that  happened  down  there  in  South  Carolina. 
Once,  when  two  old  cronies  had  been  drinking  for  about  a  week, 
they  ran  out  of  liquor;  so  they  went  to  town  and  got  themselves 
a  gallon  of  "  Hop-Sco  ",  and  went  up  to  a  hotel  room  where  they 
proceeded  to  start,  early  in  the  morning.  Along  towards  the  shank 
of  the  afternoon  they  began  to  get  ripe.  One  of  the  cronies  said, 
"  I've  got  to  go  to  the  bathroom  " — and  in  he  went.  His  partner 
waited  and  waited  and  he  didn't  come  out ;  so  he  took  two  or  three 
more  drinks  and  called  his  friend.  No  answer !  Then  he  got  up 
and  went  to  the  door  and  knocked  on  the  door.  Xo  reply !  So  he 
worked  himself  down  to  where  he  could  see  through  the  keyhole, 
and  his  partner  had  filled  the  bath-tub  full  of  water  and  was  sitting 
up  in  the  water,  talking  to  himself. 

He  says,  "Hain't  no  lions  in  this  room!  There  hain't  no  lions 
in  this  room !" 

The  fellow  that  was  looking  through  the  keyhole  staggered  up 
and  went  downstairs,  just  as  fast  as  he  could,  and  when  he  got 
down  on  the  bottom  step  he  says,  "Everybody!  everybody!  come 
on  upstairs  quick  !  There's  a  man  in  de  room  says  dare  ain't  no 
lions  in  de  room — and  de  room's  plum  full  of  lions!"     (Laughter) 

Half  of  us,  it  seems,  are  seeing  lions  in  this  proposed  suggestion, 
or  this  resolution,  and  the  others  see  no  lions.    I  can't  see  anv  lions 
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in  it,  (laughter)  and  I  don't  believe  there  are  any.  and  I  think  the 
fellows  that  are  seeing  lions  are  under  a  hallucination.  (Laughter 
and  applause) 

Now,  seriously,  I  really  think,  gentlemen,  that  this  organization 
is  doing  the  national  banks  a  good  turn  when  they  propose  to  put 
them  on  the  same  footing  as  the  other  banks,  f^r  when  old  man 
Kleagle  finds  out  that  there  are  special  privileges  allowed  national 
banks,  that  are  not  allowed  these  other  banks,  the  Ku  Klux  is  going 
to  get  the  national  banks !     (Laughter  and  applause) 

Chairman  Adams:  I  have  just  been  handed  the  following  sta- 
tistical information :  There  are  registered  at  this  conference  424 
persons,  consisting  of  144  tax  officials  and  administrators — 33%; 
160  persons  representing  private  tax-paying  interests — 40% ;  59 
professional  economists,  accountants,  civic  or  class  associations, 
secretaries  and  so  on — 15%;  ladies  and  students,  50 — 12%.  That 
is  a  very  interesting  bit  of  information,  for  which  we  are  all  in- 
debted to  Mr.  Vaughan,  who  has  given  this  to  us. 

Gentlemen,  is  there  further  discussion  of  this  particular  question  ? 

Mr.  Colladay:  Mr.  Chairman,  I  just  want  to  sum  up  one  thing 
in  this  situation.  It  was  developed  at  the  meeting  this  afternoon 
that  only  twenty-five  states  are  represented  in  the  consideration  of 
this  matter.  It  developed  in  the  committee  on  resolutions  that 
four  states  represented  there  were  opposed  to  the  position  taken  in 
the  majority  report.  That  number  has  been  increased  tonight  by 
one  more,  making  five  out  of  the  twenty-five.     So  much  for  that. 

Judge  Leser  said  that  he  presumed  every  banker  was  a  gentle- 
man, and  at  the  same  time  he  objected  to  taxing  by  gentleman's 
agreement.  The  majority  report  is  a  request  to  the  bankers  to 
entrust  themselves  to  the  tax  commissioners  on  a  gentleman's 
agreement  basis. 

As  to  the  bathroom  and  the  lions,  I  am  not  afraid  of  that  kind 
of  lion;  but  the  gentleman  who  told  the  story  put  himself  on  the 
side  of  the  man  in  the  bath-tub  who  couldn't  see  any  of  the  lions. 

In  conclusion,  ours  is  a  government  of  institutions  and  laws. 
No  American  citizen,  no  group  of  American  citizens,  no  group  of 
interests — using  the  term  in  the  inoffensive  sense — can  properly 
ever  be  criticized  by  any  body  of  ofiicials  or  citizens,  for  insisting 
that  his  rights  be  determined  by  law,  rather  than  left  wide  open ; 
and  when  they  are  determined,  standing  upon  them  and  protecting 
them  by  recourse,  either  to  the  courts  or  to  the  other  coordinate 
branches  of  the  government. 

I  thank  you  for  your  very  kind  attention  to  the  several  series 
of  remarks  I  have  had  occasion  to  make. 

The  question  was  called  for. 
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Chairman  Adams:  Is  there  further  discussion?  If  not,  I  shall 
put  the  question.  The  question  is  on  the  adoption  of  the  minority 
report  of  the  committee  as  a  substitute  for  the  first  resolution, 
dealing  with  the  banking  question.  I  think  I  shall  ask  those  in 
favor  of  this  minority  report  to  indicate  it  by  raising  their  hands, 
so  that  we  may  have  some  count. 

A  request  was  made  that  the  majority  report  be  read,  and  Chair- 
man Adams  read  it. 

Chairman  Adams  :  I  ask  again,  therefore,  that  those  in  favor 
of  the  adoption  of  the  minority  report — 

Mr.  Tobin  (interposing)  :  I  should  just  like  to  address  myself 
to  this  part  of  the  vote  and  say  that  the  respective  states  should  be 
given  opportunity,  through  their  accredited  delegates,  to  vote.  \\'e 
don't  want  to  be  led  astray  by  the  fact  that  there  is  a  large  number 
of  men  here  who  may  have  particular  interests,  and  they  may  vote 
either  in  the  affirmative  or  negative,  and  in  that  way  outvote  the 
accredited  delegates  of  states. 

I  think  it  would  be  right  to  ask  the  accredited  delegates  of  states 
who  want  to  vote  in  the  negative  to  do  so,  in  order  that  they  can 
have  the  proper  record. 

Chairman  Adams  :  What  is  it  that  you  would  like  to  have  done  ? 

Mr.  Tobin  :  I  think  that  the  states  that  are  opposed  to  this  plan 
should  be  permitted  to  record  themselves  in  the  negative. 

Chairman  Adams  :  Will  the  states  that  are  opposed  to  this  plan 
kindly  record  themselves  in  the  negative  ? 

Captain  White:  I  am  one  of  the  representatives  of  Massachu- 
setts, and  I  am  opposed  to  that. 

Mr.  Whitney  :  Mr.  Chairman ;  we  are  going  astray.  They  are 
not  opposed  to  the  substitute.  If  they  are  going  to  vote  against 
their  own  substitute,  they  are  in  favor  of  the  majority  report. 

Chairman  Adams  :  The  chair  was  expressing  himself  very 
poorly.  Those  in  favor  of  the  substitute;  in  favor  of  the  minority 
report,  vote  "  aye  ". 

Mr.  Colladay  of  the  District  of  Columbia,  Mr.  Blodgett  of  Con- 
necticut, Mr.  Tyler  of  Virginia,  Mr.  Richards  of  the  District  of 
Columbia,  and  ^^Ir.  Beale  of  the  District  of  Columbia,  voted  in 
favor  of  the  minority  report. 

There  are  six  votes  in  favor  of  this  resolution:  One  from 
Massachusetts,  three  from  the  District  of  Columbia,  one  from 
Connecticut,  and  one  from  Virginia. 

Now  those  opposed  to  the  adoption  of  the  minority-  report.  I 
think  it  might  be  desirable  to  report  that  at  least  by  count. 
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Judge  Leser  :  Can't  we  take  that  count  afterward  on  the  affir- 
mative motion  to  adopt  the  majority  report? 

Chairman  Adams  :  Those  opposed  to  the  adoption  of  the  minor- 
ity report  will  indicate  it  by  raising  their  hands. 

(There  were  seventy-nine  opposed  to  the  adoption  of  the  minor- 
ity report.) 

Chairman  Adams  :  The  motion  is  lost,  and  the  minority  report 
is  rejected.  We  now  come  back  to  the  original  question  upon  the 
adoption  of  the  majority  report  of  the  committee.  Unless  there  is 
objection,  I  take  it  that  we  shall  submit  resolution  No.  1  of  the 
majority  report  of  the  committee. 

Mr.  Link  :  My  original  motion  was  to  adopt  the  entire  report. 

Chairman  Adams  :  That  has  been  lost  long  ago.  We  wnll  take 
the  next  five  in  one  block,  in  one  minute.     (Laughter) 

The  motion  is  to  adopt  resolution  No.  1  as  reported  by  the  com- 
mittee on  resolutions. 

Secretary  Holcomb  read  resolution  No.  L 

Chairman  Adams  :  Now,  gentlemen,  I  will  ask  briefly  as  this 
vote  is  taken,  unless  there  is  objection  again,  that  merely  the  name 
of  the  state  from  which  the  voter  comes  be  recorded. 

Judge  Leser  :  Mr.  Chairman,  I  understood  you  to  state  in  the 
afternoon  that  Mr.  Tobin,  leader  of  the  minority,  had  waived  all 
this  monkey-business. 

Mr.  Gary  :  Mr.  President,  I  suggest  that  you  call  the  roll  of  the 
states  and  just  record  the  number  from  each  state  voting  '"  aye  " 
and  "  no  ". 

Secretary  Holcomb  :  The  rules  are  that  the  voting  power  shall 
be  by  "  ayes  "  and  "  nays  "  unless  a  roll  call  be  demanded. 

Mr.  Tobin  :  I  thank  Judge  Leser  for  the  compliment  of  being 
the  leader  of  the  minority.  I  tried  to  explain  several  times  that  I 
was  not  voting,  because  I  don't  believe  these  resolutions  are  prop- 
erly before  the  conference  or  proper  resolutions  to  consider.  I 
only  wanted  to  make  the  remark :  that  in  taking  a  vote  such  as 
might  be  taken  now,  it  is  not  a  vote  by  states  in  the  sense  that  the 
delegates  are  voting.  It  is  a  vote  taken  of  all  persons  present, 
which  includes  the  large  group  that  Mr.  Vaughan  talked  about. 

Chairman  Adams  :  Gentlemen,  I  think  this  is  not  a  proper  sub- 
ject for  discussion.  The  hour  is  getting  late.  I  wanted  personally 
to  have  the  votes  recorded,  in  order  that  the  significance  of  the 
vote  might  appeal  to  the  average  man  to  whom  the  resolution  was 
submitted.    That  was  my  object  in  having  that  done.    Judge  Leser 


REPORT  OF  THE  RESOLUTIONS  COMMITTEE  397 

apparently   would   prefer   to    have    an    indiscriminate    "  aye "   and 
'■  nay  "  vote.     If  so,  we  must  have  that,  according  to  the  rules. 

Judge  Leser:  If  you  have  any  particular  private  reason  for  it, 
that  is  a  good  reason. 

Chairman  Adams:  Xo  private  reason,  except  that  somebody 
might  not  properly  interpret  the  vote. 

Mr.  Zangerle:  Mr.  Chairman;  in  order  to  avoid  this  contro- 
versy as  to  whether  we  are  proceeding  to  bind  the  organization 
according  to  the  rules,  why  not  pass  a  resolution  that  it  is  the  sense 
of  those  present  here  tonight  that  the  majority  report  represents 
our  sense? 

Chairmax  Adams:  That  would  be  the  adoption  of  the  report. 
The  sole  question  is  whether  any  one  demands  a  roll  call  by  states  ? 
If  that  is  not  demanded,  we  will  put  it  in  accordance  with  the 
"  aye  "  and  "  no  "  roll  call  by  states. 

Mr.  Converse  :  I  demand  a  roll  call  by  states. 

Secretary  Holcomb  started  to  call  the  roll  by  states. 

Mr.  Whitney:  Mr.  President;  I  must  insist  on  making  the 
point  that  the  delegates  can  only  vote  on  an  "  aye  "  and  '"  nay  " 
vote.  I  should  like  to  vote  myself,  but  I  am  not  a  delegate.  You 
are  taking  an  "  aye "  and  "  nay "  vote  under  the  rules  of  the 
national  tax  association,  which  have  been  adopted  by  the  confer- 
ence, and  it  must  be  restricted  to  delegates  who  are  duly  accredited. 

Chairman  Adams  :  The  point  is  well  taken. 

Mr.  \\'hitney:  Unless  the  credentials  are  on  file  and  they  are 
duly  accepted  as  delegates,  they  have  no  voice  in  this  conference. 
That  is  just  exactly  what  the  national  tax  association  has  attempted 
to  do;  it  has  tried  to  make  it  so  that  it  would  be  impossible  for 
those  who  were  not  delegates  appointed  by  the  governors  or  from 
the  provinces  in  Canada  or  from  the  universities,  to  vote  upon  the 
resolutions.  In  other  words,  they  wanted  to  make  it  so  that  no 
clique  or  interest  could  control  this  conference.  Now  you  are 
getting  right  away  from  your  moorings. 

Chairman  Adams:  The  point  is  well  taken.  It  will  be  impos- 
sible to  take  a  vote  upon  this  subject  at  this  particular  time.  The 
gentlemen  who  are  so  interested  in  technicalities  and  that  kind  of 
thing  have  essentially  prevented  the  registration  of  opinion.  It  is 
impossible  to  get  at  the  officially  registered  delegates  and  get  a  vote 
at  this  time. 

Mr.  Whitney  :  How  could  you  do  it  otherwise,  under  your  rules? 

Chairman  Adams:  You  could  have  done  it  simply  by  taking  an 
"  ave  "  and  "  nav  "  vote. 
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Your  object  is  accomplished.  It  is  impossible  to  do  the  thing 
which,  within  your  rights,  you  have  asked  for. 

'Mr.  Whitney:  It  is  not  impossible.  Mr.  Holcomb  could  call 
the  roll  just  the  same  as  he  was  doing. 

Chairman  Adams  :  There  has  been  no  appointment  of  a  cre- 
dentials committee  and  the  delegates  have  not  been  verified;  so  we 
don't  know  who,  as  a  matter  of  fact,  are  delegates. 

Mr.  Zangerle  :  Mr.  Chairman,  I  move  you,  as  an  amendment  to 
the  motion  and  to  the  amended  motion,  that  it  be  the  sense  of  this 
meeting,  but  not  the  sense  of  the  national  tax  association,  that  the 
words  of  the  majority  report  represent  the  sense  of  this  meeting. 

I  am  not  trying  to  bind  the  association  in  the  legal  way,  as  pro- 
vided in  your  regulations,  but  I  am  trying  to  get  a  recorded  vote 
of  the  people  who  are  here. 

Mr.  Whitney  :  The  gentleman  misunderstands  the  matter  en- 
tirely, Mr.  Chairman.  It  is  only  the  delegates  to  the  conference 
who  can  vote,  and  he  is  talking  about  the  national  tax  association. 

Chairman  Adams  :  The  conference  has  adopted  a  rule  to  the 
effect  that  the  vote  on  resolutions  can  only  be  by  the  delegates  of 
the  states.  Now  Mr.  Whitney  is  entirely  correct;  the  conference 
has  further  adopted  a  rule  that  if  anybody  asks  for  the  vote  by 
states,  it  shall  be  granted ;  that  otherwise  the  vote  shall  be  by  "  aye  " 
and  "  nay ".  The  vote  has  been  asked  for ;  we  have  to  have  a 
vote  by  states.  There  has  been  at  no  time  in  these  proceedings  of 
this  meeting  any  careful  examination  made  of  the  credentials  of 
the  delegates.  If  you  want  to  insist  on  that  technical  procedure, 
there  isn't  time  enough  left  during  this  meeting  to  get  a  recorded 
vote  by  that  adopted  procedure. 

Mr.  Whitney:  The  conference,  which  is  organized  by  the  na- 
tional tax  association,  is  going  on  record  on  this  question  of  bank 
taxation.  When  that  record  is  presented  to  the  committees  of  Con- 
gress, it  is  going  to  be  favorably  or  unfavorably  presented,  and 
charges  will  be  made  that  it  is  not  representative;  that  it  was  not 
according  to  the  rules,  and  all  other  sorts  of  camouflage.  If  you 
want  to  stick  to  your  rules  and  to  the  safeguards  which  we  have 
had  around  this  conference  ever  since  it  has  been  organized  for 
the  past  sixteen  years,  you  can  do  so. 

Mr.  Lyle  :  Hasn't  every  man  here  had  a  chance  to  vote  and 
weren't  there  only  fi^^e  in  opposition? 

Mr.  Whitney  :  That  doesn't  make  any  difference.  The  charge 
would  be  that  those  who  voted  in  an  overwhelming  majority  were 
opposed  to  those  who  have — 
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Chairman  Adams  (interposing)  :  Mr.  Whitney,  you  have  made 
your  point  and  your  point  is  well  taken.  We  have  to  have,  in 
accordance  with  the  rules  which  you  have  invoked,  a  vote  by  dele- 
gates and  by  delegates  only,  by  states.  You  have  asked  for  your 
pound  of  flesh  and  you  shall  have  it. 

Now  then,  if  somebody  wants  to  make  a  motion  that  that  rule  of 
procedure  which  has  already  been  adopted  be  abrogated,  the  chair 
will  entertain  the  motion.  I  have  been  trying  to  steer  you  clear  of 
this  for  half  an  hour. 

Mr.  Gary:  Mr.  Chairman,  I  think  we  can  safely  rely  upon  the 
honesty  of  the  members  present  at  this  conference,  as  to  whether 
or  not  they  are  delegates.  I  would  suggest  that  the  roll  be  called 
and  that  the  delegates  representing  the  various  states  voting  '"aye", 
be  requested  to  raise  their  hands,  and  that  all  those  voting  "  no  " 
be  requested  to  raise  their  hands,  and  let  the  secretary  make  a 
record  of  the  vote  in  that  manner. 

Mr.  Converse  :  I  am  perfectly  willing  to  withdraw  my  request 
for  a  roll  call.  I  didn't  realize  it  was  going  to  take  up  so  much 
time.  My  only  purpose  in  asking  for  a  roll  call  was  because  I 
thought  the  roll  call  would  show  that  there  were  a  large  number 
of  delegates  here,  duly  accredited,  holding  credentials  from  the 
governors  of  their  states,  or  other  appointing  powers,  and  I  thought 
that  that  fact  would  add  weight  to  the  determination  which  this 
conference  arrives  at.  However,  in  so  doing,  I  unconsciously  did 
something  which  I  didn't  expect  to  do,  in  delaying  the  work  of  the 
conference.    I  am,  therefore,  withdrawing  my  request  for  a  roll  call. 

Chairman  Adams  :  The  request  for  a  roll  call,  made  by  Mr. 
Converse,  has  been  withdrawn.  I  don't  understand  that  similar 
requests  of  'Sir.  Whitney  and  others  have  been  withdrawn. 

Mr.  Gary  :  My  motion  is  still  before  the  house,  and  I  call  for  a 
vote  on  that  motion. 

Mr.  Gary's  motion  for  a  roll  call  was  regularly  seconded. 

Mr.  Blodgett:  ;Mr.  Chairman,  you  stated  this  afternoon  that 
you  were  no  parliamentarian,  and  in  view  of  that  statement,  I  am 
going  to  take  the  liberty  of  reminding  you  that  no  motion  can  be 
entertained  while  a  vote  is  being  taken. 

Mr.  S.  Lord  :  I  think  the  character  of  the  men  here  assembled  is 
such  that  we  could  safely  rely  on  no  man's  voting  here  who  is  not 
an  accredited  delegate.  I  am  not  ready  to  believe  that  it  was  even 
necessarj^  to  have  a  committee  on  credentials.  We  have  had  no 
committee  on  credentials,  but  we  don't  need  one.  I  know  there  is 
not  a  man  in  this  room  who  would  stultify  himself  by  voting  as  a 
delegate  at  this  meeting  if  he  were  not  one. 
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I  second  the  motion  of  Mr.  Gary,  that  we  proceed  with  the  roll 
call. 

Mr.  Neese  (West  Virginia)  :  Mr.  Chairman;  the  position  of  the 
gentleman  who  Avas  just  on  the  floor  certainly  must  be  correct,  and 
it  seems  that  there  is  nothing  to  be  done  but  to  proceed  with  the 
calling  of  the  roll,  with  the  distinct  understanding,  of  course,  that 
nobody  but  accredited  delegates  will  participate  in  the  roll  call. 

The  question  was  called  for. 

Chairman  Adams  :  The  motion  before  the  house  is  that  we 
proceed  to  call  the  roll  by  states,  and  as  the  name  of  each  state  is 
called,  the  delegates  from  that  state  shall  arise  and  record  their 
votes  for  or  against  the  majority  report. 

The  chair  wants  to  state  for  his  justification,  that  he  has  known 
from  the  A^ery  beginning  of  this  discussion  that  if  we  attempted  to 
follow  the  formal  rules,  we  could  not  do  it.  The  chair  may  be  no 
parliamentarian,  but  the  chair  has  known  that  if  any  one  wanted 
to  hold  this  up  indefinitely,  he  could  do  it.  The  chair  has  attempted 
to  get  an  honest  opinion  of  the  delegates,  showing  in  some  propor- 
tion how  the  opinions  were  held.  If  the  chair  had  been  able  to  go 
ahead  in  his  informal  way,  we  should  have  gone  ahead  long  ago 
and  done  that  thing. 

With  that  explanation,  I  shall  put  the  motion. 

Mr.  Neese:  It  is  fairly  known  by  all  who  are  versed  in  parlia- 
mentary law,  that  no  motion  can  be  put  during  a  roll  call.  This 
roll  call  has  been  started,  and  it  would  be  unparliamentary  and  out 
of  order  to  vote  during  the  roll  call. 

Chairman  Adams  :  We  have  voted  in  an  irregular  manner. 

Mr.  Neese:  Anyway,  after  such  roll  call  has  started,  no  other 
motion  can  be  entertained. 

Chairman  Adams  :  The  chair  will  overrule  you  on  that.  (Laugh- 
ter and  applause) 

The  chair  was  perfectly  aware  that  it  was  an  unlawful  method 
of  taking  a  roll  call,  when  it  began,  but  it  would  have  satisfied  our 
sense  of  fairness,  in  the  necessities  of  the  situation. 

Mr.  Neese:  What  is  before  the  house  then,  Mr.  Chairman? 

Chairman  Adams:  There  is  a  motion  before  the  house  now  to 
have  the  states  called  in  order,  and  that  as  each  state  is  called,  the 
delegates  from  that  state  record  a  vote  either  for  or  against  the 
majority  resolution;  and  that  motion  is  one  to  supersede  the  order 
of  procedure  which  we  adopted  yesterday  or  the  day  before. 

The  question  was  called  for. 

Chairman  Adams:  All  those  in  favor  of  the  adoption  of  this 
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motion   say  ''  aye  " ;  those  opposed  ?     The   '"  ayes  "  have  it.     The 
secretary-  will  call  the  roll  in  the  manner  indicated. 

Upon  roll  call  by  Secretary  Holcomb,  the  following  states  re- 
sponded : 

Alabama    Xo  delegates 

Arizona    Aye — one  vote 

Arkansas    Aye — two  votes 

Colorado    Aye — five  votes 

Connecticut    Xo — one  vote 

Delaware   Xo  delegates 

District  of  Columbia Xo — four  votes;  aye — one 

Florida   Xo  delegates 

Idaho    Xo  delegates 

Illinois    Aye — one  vote 

Indiana    Aye — one  vote 

Iowa   Aye — one  vote 

Kansas    Aye — one  vote 

Kentucky  Aye — ^two  votes 

Louisiana    Aye — one  vote 

Maine   Xo  delegates 

Maryland  Aye — one  vote 

Massachusetts   Aye — eight  votes ;  no — one 

Michigan    Aye — one  vote 

Minnesota    Aye — five  votes 

Mississippi    Xo  delegates 

Missouri Aye — one  vote ;  no — two 

Montana    Xo  delegates 

X'ebraska   Xo  delegates 

Nevada    Xo  delegates 

X'ew  Hampshire    Aye — ^two  votes 

New  Jersey    Aye — five  votes 

New  Mexico    Aye — one  vote 

New  York  ._ Aye — six  votes;  no — one 

North  Carolina    Xo  delegates 

North  Dakota     Aye — two  votes 

Ohio    Aye — seven  votes 

Oklahoma    Aye — two  votes 

Oregon     Aye — one  vote 

Pennsylvania    Aye — two  votes 

Rhode  Island    Aye — three  votes 

South  Carolina    Aye — two  votes 

South  Dakota     Ave — one  vote 

Tennessee    X'o  delegates 

Texas   Xo  delegates 

Utah \ye — two  votes 

Vermont    Aye — one  vote 

Virginia  Ave— two  votes ;  no — one 

Washington    Xo  delegates 

West  Virginia    Ave— six  votes ;  no— two 

Wisconsin    \ve — one  vote 

Wyoming     Xo  delegates 

26 
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There  were  no  delegates  voting  from  Hawaii,  the  Philippine 
Islands,  Porto  Rico  or  the  Provinces  of  Canada. 

Chairman  Adams  :  I  have  taken  a  rough  poll  of  this,  gentle- 
men :  the  secretary  will  get  an  official  count  in  a  moment.  I  find 
there  are  77  "aye"  votes  and  13  "nay". 

Mr.  Blodgett:  Now,  Mr.  Chairman,  I  want  to  know  whether 
the  reporter  has  taken  notes  of  the  fact  that  this  was  not  a  legal 
vote  and  recorded?  I  understood  several  times  you  stated  it  was 
not  a  legal  vote. 

Chairman  Adams:  Not  originally,  but  after  your  rule  of  pro- 
cedure was  changed  by  a  majority  vote  which  was  entirely  legal 
and  proper,  we  proceeded  in  that  way.  If  it  had  been  put  before 
that  had  been  done,  it  would  not  have  been  legal.  This  body  is 
entirely  competent  to  change  its  own  rules  of  procedure  by  a 
majority  vote,  which  has  been  done. 

While  this  count  is  being  officially  canvassed,  there  remains  the 
other  resolutions.  Do  I  hear  a  motion  for  the  adoption  of  the 
other  resolutions? 

Captain  White  :  I  move  the  adoption  of  the  other  resolutions 
in  one  vote. 

The  motion  was  regularly  seconded  and  carried. 

Chairman  Adams  :  The  other  resolutions  are  adopted. 

Secretary  Holcomb  :  According  to  my  figures,  the  vote  is  as 
follows:  79  "ayes"  and  12  "noes".  Thirty -two  states  and  the 
District  of  Columbia  voting. 

Chairman  Adams  :  The  motion  to  adopt  the  majority  report  on 
resolution  No.  1  is  adopted. 

Mr.  Tobin  :  I  ask  to  be  recorded  as  not  voting. 

Chairman  Adams:  We  will  now  take  up  the  regular  program 
of  the  evening. 

The  first  paper  or  topic  is  the  report  of  the  committee  of  the 
national  tax  association  on  taxation  of  interstate  public  utilities,  by 
Mr.  Frederick  M.  Davenport,  the  chairman  of  that  committee. 

Mr.  Frederick  M.  Davenport:  Mr.  Chairman  and  Members  of 
the  Conference :  This  topic,  the  question  of  the  interstate  appor- 
tionment of  the  tax  on  public  utilities,  is  a  far  dryer  and  less 
dramatic  topic  than  the  bank  tax  issue,  but  it  may  not  be  out  of 
place  as  an  opiate.     (Laughter) 

The  committee  prefers  to  have  what  I  read  tonight  called,  not  a 
report,  but  a  "  Program  of  Tentative  Suggestions  upon  the  Inter- 
state Apportionments  of  a  Tax  on  Public  Utilities." 

Mr.  Davenport  presented  the  report. 
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I.    The  Problem  of  Taxation  of  Public  Utilities 

1.  Introductory 

At  the  conference  of  the  National  Tax  Association  in  1920  em- 
phatic expression  was  given  to  the  need  for  the  formulation  of  a 
definite  policy  to  guide  the  development  of  the  state  taxation  of 
interstate  business.  This  committee  was  appointed  to  apply  to 
public  utility  taxation  the  general  principles  outlined  in  the  model 
tax  plan.  The  first  report  of  the  committee  was  made  in  1921,  at 
which  time  the  confusion  and  complexity  of  the  existing  situa- 
tion was  outlined  in  some  detail.  The  committee  came  to  the  con- 
clusion, which  was  apparently  shared  by  the  conference,  that  it 
was  impossible  to  work  out  a  "  rational  plan  for  apportioning  an 
irrational  collection  of  taxes."  The  association  therefore  continued 
the  committee  and  enlarged  its  field  of  work  to  include  the  "  con- 
sideration of  the  entire  subject  of  utility  taxation,   with  the  sug- 
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gestion  of  approaching  a  model  law  for  all  the  states  in  the 
taxation  of  such  property."  The  committee  has  proceeded  in 
accordance  with  this  authority. 

2.  Summary  of  19^^  Report 

At  the  last  conference  (1922)  this  committee  presented  its  report 
on  the  first  phase  of  its  work — the  method  of  taxing  public  utili- 
ties. The  outstanding  suggestions  of  this  report  may  be  sum- 
marized as  follows : 

1.  The  ordinary  general  property  tax  and  the  customary  excise, 
license  or  other  business  taxes,  particularly  under  local  assess- 
ment, cannot  be  applied  satisfactorily  to  public  utilities. 

2.  Utilities  cannot  be  cut  up  into  parts  for  purposes  of  taxation. 
They  must  be  considered  as  units. 

3.  A  combination  of  gross  and  net  earnings  offers  the  most  satis- 
factory measure  for  determining  the  tax-paying  ability  and 
obligation  of  public  utilities;  that  is,  an  alternate  gross  or 
net  tax. 

4.  The  tax  rates  to  be  applied  in  the  several  states  are  to  be  de- 
termined in  each  state  so  as  to  make  the  tax  burden  on  the 
public  utilities  correspond  fairly  with  the  property  and  busi- 
ness taxes  which,  as  a  matter  of  fact,  are  paid  by  other  cor- 
porations. The  tax  on  net  earnings  may  also  be  made  to 
serve  to  take  some  part  of  the  profits  of  the  more  favorably 
situated  utilities,  as  required  by  the  principle  of  rate  regula- 
tion. The  committee  does  not  recommend  specific  rates  but 
indicates  how  they  may  be  worked  out. 

5.  The  alternative  gross  or  net  tax  on  public  utilities  should 
form  an  exclusive  tax,  taking  the  place  of  all  other  state  and 
local  levies. 

Though  there  are  many  questions  involved  in  these  five  more  or 
less  tentative  conclusions,  it  is  not  our  purpose  to  raise  them  for 
discussion  at  this  conference.  We  desire  to  confine  the  discussion 
to  the  question  of  apportionment. 

3.  The  Chief  Remaining  Question 

The  second  part  of  the  committee's  work,  and  the  chief  remain- 
ing question  is  the  problem  of  interstate  apportionment.  Wherever 
a  public  utility  operates  in  more  than  one  state,  how  is  each  state 
in  question  to  determine  what  part  of  the  gross  earnings  or  what 
part  of  the  net  earnings  are  assignable  to  it?  This  is  the  question 
of  interstate  apportionment. 

4.  The  Prime  Essential 

In  approaching  this  problem  the  members  of  the  committee  are 
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agreed  that  the  prime  essential  is  the  elimination  of  double  taxa- 
tion. Whatever  methods  of  apportionment  are  selected,  it  is  im- 
portant that  there  be  substantial  uniformity  among  the  several 
states.  In  view  of  this  fact,  it  seemed  at  first  sight  as  if  almost 
any  rule  of  thumb,  or  arbitrary  rule,  w^ould  be  satisfactory,  if 
adopted  universally.  On  further  thought,  how^ever,  it  became  clear 
that  a  crude  measure  of  apportionment  would  not  be  adopted  by 
all  the  states.  From  the  very  nature  of  the  case  a  rule  of  thumb 
would  favor  some  states  at  the  expense  of  other  states  and  would 
not  prove  attractive  to  the  injured  jurisdiction.  It,  therefore,  be- 
came clear  that  the  only  measure  of  apportionment  which  stood  a 
chance  of  wide  adoption  was  one  that  commended  itself  to  state 
tax  authorities  generally  as  reasonable  and  fair,  and  therefore  it 
may  be  necessary  to  select  methods  of  apportionment  somewhat 
more  complicated  than  we  should  like. 

5.  Classification  of  Public  Utilities 

It  is  clear  that  the  same  measure  of  apportionment  cannot  be 
used  for  different  types  of  utilities.  The  telephone  business  can- 
not be  apportioned  on  the  basis  of  passenger  miles,  nor  the  steam- 
ship business  on  the  basis  of  instruments  or  subscribers.  Before 
determining  objective  measures  of  apportionment,  it  is  necessary 
to  list  and  classify  the  various  public  utilities.  In  view  of  this,  the 
committee  has  prepared  the  following  tentative  classification : 

I — Steam  railroad  IV — Motor  transport 

Street  railroad  Stage 

5i^P^^^^  V— Hydro-electric 

P'P^l^"^  Electric 

Car  line  q 

Parlor  and  sleeping  cars 

VI — Steamship 
II— Telephone  j^ 

Cable 

III — Canals 
Bridges 

There  are  a  considerable  number  of  smaller  utilities  which 
might  be  listed  here,  but  we  have  excluded  them,  because  they  do 
not  seem  to  involve  the  question  of  interstate  apportionment. 

6.  Method  of  Approach 

The  method  of  approach  for  determining  the  proper  physical 
measures  by  means  of  which  the  interstate  apportionment  may  be 
worked  out  for  each  of  these  utilities  is  the  same.  In  each  case 
it  is  necessary:  (1)  to  examine  the  operation  of  the  business  and 
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determine  how  it  derives  its  income;  (2)  to  ascertain  by  actual 
examination  of  representative  companies  in  each  class  what  meas- 
ures may  be  readily  found  in  the  normal  administrative  and  ac- 
counting records;  (3)  to  make  a  tentative  selection  of  the  most 
satisfactory  measures  of  apportionment,  and  (4)  to  apply  the  ap- 
portionment measure  determined  upon  to  a  considerable  number 
of  individual  corporations,  in  order  to  test  out  the  operation  of 
the  measure. 

The  committee  had  hoped  to  carry  through  a  study  for  at  least 
the  more  important  groups  of  public  utilities  and  to  be  able  to 
report  definite  recommendations,  and  it  made  systematic  endeavor 
to  that  end.  We  had  anticipated  that  the  representatives  of  the 
more  important  public  utilities  and  the  state  tax  commissions  would 
be  in  a  position  to  furnish  the  committee  with  much  information 
which  would  short-cut  the  work,  and  wide  correspondence  was  un- 
dertaken. Except  in  relatively  few  instances,  however,  we  have 
been  disappointed  in  this  hope.  And  of  course  we  cannot  claim 
that  the  suggestions  with  respect  to  individual  groups  of  utilities 
which  we  now  make  have  been  at  all  tested  by  the  scientific  and 
statistical  methods  which  the  committee  feels  essential. 

7.  Characteristics  desired  in  apportionment  measures 

In  selecting  measures  to  be  used  in  apportionment  formulae  some- 
thing is  to  be  gained,  perhaps,  by  keeping  before  us  the  character- 
istics which  we  regard  as  essential  and  desirable  in  such  indices. 
In  the  opinion  of  the  committee  our  measures  of  apportionment 
should  be : 

(1)  Accurate — in  order  that  our  apportionment  may  be  fair  and 

generally  accepted. 

(2)  Simple — so  that  it  will  not  require  an  extensive  campaign 

of  education  before  acceptance. 

(3)  Actual — based  on  measurable  facts,   as  distinguished  from 

computations,  judgments  and  hypotheses. 

(4)  Accessible — in    the    normal    administrative    and    accounting 

records  of  a  public  utility. 
In   few  cases  is  it  possible  to  satisfy  all  of  these  criteria.     In 
the  following  paragraphs  the  various  public  utilities  are  discussed 
and  the  effort  made  to  present  apportionment  measures  which  will 
possess  these  characteristics. 

II.   Individual  Utilities 

8.  Railroads 

The  committee  has  had  opportunity  to  examine  most  closely  the 
problem  of  apportionment  in  connection  with  railroads.  We  have 
examined  the  following  methods  of  apportionment: 
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All-track  mileage 

Single  track  mileage 

Net  earnings 

Gross  earnings 

Car  mileage 

Train  mileage 

Car  and  locomotive  mileage 

Traffic  units  (ton  and  passenger  rates  combined) 

Physical  valuation 

Track  Mileage 

Single  track  mileage  is  not  a  satisfactory  index  of  property  dis- 
tribution because  it  ignores  terminals,  nor  is  it  a  fair  index  of 
business  done,  because  it  ignores  density  of  traffic.  All  track 
tnileage,  which  makes  allowance  for  double  tracking,  sidings,  etc., 
serves  to  overcome  both  of  these  shortcomings  to  a  considerable 
degree.  Where  there  are  terminals,  there  are  more  tracks;  where 
business  is  heavy,  there  are  additional  lines.  Nevertheless,  even 
all-track  mileage  has  its  w^eaknesses.  For  example,  a  state  may 
have  ten  per  cent  of  the  all-track  mileage  of  a  railway  system  but 
not  ten  per  cent  of  the  value  or  of  the  business. 

Some  of  those  who  most  earnestly  advocate  the  use  of  the  all- 
track  mileage  basis  of  distribution  would  go  farther,  and  give  to 
the  tracks  other  than  single  (main)  track  a  greater  weight  than  to 
the  single  main  track.  To  illustrate :  State  A  has  2000  miles  of 
single  main  track  and  3000  miles  of  auxiliary  tracks,  while  state  B 
has  2000  miles  of  single  main  track  and  only  1000  miles  of  auxili- 
ary track.  This  situation  plainly  indicates  that  A  is  a  more  valu- 
able part  of  the  system  than  is  B,  because  the  great  excess  of 
auxiliary  tracks  means  business  originating  there.  On  a  straight 
all-track  mileage  allocation,  B  is  given  three-fifths  of  A's  allotment. 
But,  it  is  argued,  B  is  not  in  fact  worth  three-fifths  as  much  as  A, 
but  that  the  auxiliary  tracks  ought  to  be  given,  say,  twice  the 
weight  of  the  single  main  track. 

The  trouble  with  this  plan  is  that  the  amount  of  the  extra  weight 
to  be  attached  to  the  auxiliary  tracks  is  a  shot  in  the  dark.  To 
fix  it  at  double  or  treble  or  any  multiple  of  the  single-track  value 
is  necessarily  arbitrary,  and  is  based  on  nothing.  While  in  theory 
it  seems  proper  to  give  to  the  auxiliary  track  a  greater  weight 
than  to  the  main  track,  the  determination  of  the  multiple  to  be 
used  seems  a  serious  obstacle. 

Net  Earnings 

Strange  as  it  may  seem,  net  earnings  is  perhaps  the  worst  of  all 
measures  of  apportionment.  If  net  earnings  figures  were  accurate 
there  could  be  no  need  of  a  method  of  allocation ;  but  the  fact 
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is  that  figures  showing  net  earnings  by  states  are  so  inexact  as  to 
be  meaningless.  System  net  earnings  are  accurate  and  exact,  be- 
cause they  represent  what  is  left  after  deducting  the  total  system 
operating  expenses  from  the  total  system  gross  earnings ;  but  when 
attempt  is  made  to  ascertain  what  part  of  the  net  was  made  in 
each  state,  the  task  is  hopeless.  Many  state  commissions  call  for 
a  report  of  net  earnings  by  states,  and  in  attempted  compliance 
with  the  demand  railroad  accountants  have  worked  out  certain 
formulae  for  producing  the  figure;  but  a  great  part  of  system  ex- 
penses are  insusceptible  of  localization,  and  the  result  is  that 
operating  expenses  allocated  to  a  state  do  not  even  approximate 
the  true  figure.  One  state  is  given  much  less  than  her  fair  share 
of  the  total  expense;  another  is  given  vastly  more  than  her  proper 
amount.  This  is  now  so  obvious,  and  so  well  recognized,  that  few 
states  pay  any  attention  to  net  figures  by  states,  either  for  valua- 
tion purposes  or  as  fixing  a  ratio  for  apportionment.  In  any  case 
the  use  of  the  so-called  "  net  earnings  "  measure  as  a  means  for 
determining  the  apportionment  of  net  earnings  is  merely  chasing 
ourselves  in  a  circle. 

Gross  Earnings 

This  is  a  commonly  accepted  method  of  allocation.  It  is  re- 
garded by  some  as  the  best  of  all  the  methods.* 

It  must  not  be  thought,  however,  that  figures  showing  gross 
earnings  by  states  are  strictly  accurate.  They  are  always  the  result 
of  formulas  and  do  not  purport  to  be  the  actual  earnings  made 
within  the  state.  Interstate  carriers  have  two  classes  of  gross 
earnings,  intrastate,  or  local  earnings,  and  interstate  earnings. 
The  former  are  those  made  on  business  both  beginning  and  ending 
in  the  state.  They  are  easily  ascertainable  and  are  absolutely 
accurate.  Not  so  with  the  interstate  gross  earnings,  whose  alloca- 
tion to  the  several  states  over  which  the  shipment  passes  is  arbi- 
trarily made.  A  common  plan  of  allocation  is  to  give  to  a  state 
that  ratio  of  the  gross  revenue  derived  from  a  single  shipment 
which  the  mileage  in  that  state  bears  to  the  total  miles  hauled.    The 

*  Census  Bulletin  No.  21,  page  51,  Professor  Meyer  says:  "Therefore  it 
was  necessary  to  select  from  all  the  remaining  methods  that  one  which 
promised  the  best  results.  This  method  is  the  gross  earnings  basis  for  the 
distribution  of  values.  In  theory  it  meets  the  requirements  of  the  problem 
of  distribution  of  values  better  than  any  of  the  other  available  methods, 
and  in  practice  it  has  the  advantage  of  depending  upon  information  which 
the  overwhelming  majority  of  the  railway  companies  in  the  United  States 
can  furnish.  Besides,  it  has  received  much  more  support  among  men  who 
should  be  qualified  to  have  correct  judgments  on  matters  of  this  kind  than 
any  other.  In  fact,  practical  unanimity  exists  regarding  the  preference  for 
the  gross  earnings  method,  under  the  circumstances." 
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effect  of  this  is  to  give  an  undue  earning  power  to  a  state  having 
a  long  mileage  across  it,  where  the  great  bulk  of  the  interstate 
business  merely  passes  over  the  state.  The  committee  believes, 
however,  that  gross  earnings  are  a  necessary  element  in  an  ap- 
portionment formula. 

Car  Mileage 

This  is  frequently  used  as  a  means  of  dividing  system  value  be- 
tween the  states.  It  answers  the  question:  "Of  the  total  miles 
traveled  by  all  the  cars  on  the  system,  how  many  miles  were 
traveled  in  a  given  state?"  The  ratio  thus  found  is  roughly  in- 
dicative of  the  relative  amount  of  business  done  in  a  given  state, 
but,  as  Professor  ]\Ieyer  points  out,  it  fails  to  take  account  of  the 
nature  of  the  traffic,  the  character  of  the  haul,  the  utilization  of 
car  capacity  and  other  equally  important  transportation  factors. 

Train  Mileage 

This  method  has  little  to  recommend  it,  because  it  does  not 
accurately  reflect  either  earnings  or  density  of  traffic.  In  a  moun- 
tainous state  trains  cannot  be  made  up  of  as  many  cars  as  are 
pulled  in  a  prairie  state.  The  result  is,  more  trains  to  perform 
the  same  volume  of  work.  The  car  mileage  basis  has  a  good  deal 
in  its  favor;  the  train  mileage  has  nothing. 

Car  and  Locoviotive  Mileage 

On  the  theory  that  some  weight  should  be  given  to  train  mileage, 
but  not  as  much  weight  as  is  given  car  mileage,  Judge  Haugen,  of 
the  Wisconsin  tax  commission,  devised  the  car  and  locomotive 
mileage  basis.  This  plan,  as  the  name  indicates,  throws  together 
the  miles  traveled  by  both  the  cars  and  the  locomotives,  and  finds 
the  ratio  for  the  given  state.  This  shows  where  the  business  is 
handled,  and  for  this  reason  it  is  worthy  of  consideration. 

Traffic  Units 

A  method  of  apportionment  originating  also  with  Judge  Haugen 
and  having  much  to  recommend  it.  It  ascertains  how  many  tons 
of  freight  and  how  many  passengers  were  carried  one  mile,  on  the 
system  and  in  the  state,  and  from  these  figures  the  state  ratio  is 
produced.  It  may  be  objected  that  this  plan  ignores  the  character 
of  the  traffic  and  the  nature  of  the  haul,  but  any  method  suggested 
is  open  to  attack,  and  Judge  Haugen's  scheme  is  not  more  subject 
to  criticism  than  are  any  of  the  other  methods. 

Physical  Valuation 

It  is  almost  impossible  to  arrive  at  a  satisfactor\-  physical  valua- 
tion of  a  railway  system.  In  fact  this  is  one  of  the  reasons  for 
the   general    abandonment   of   physical   valuation    as   the   basis   of 
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railway  taxation.  The  chief  difficulty,  however,  is  not  the  appraisal 
of  the  system,  but  the  determination  of  an  evaluation  which  would 
be  fair,  in  comparison  with  other  propert>\  This  difficulty  ceases 
to  be  an  obstacle  when  physical  valuation  is  used  merely  as  a  basis 
of  apportionment,  inasmuch  as  all  that  is  needed  is  the  comparative 
figure.  Physical  valuation  is  a  poor  index  of  business  done  or  of 
earnings.  When  compared  with  traffic  units,  it  shows  the  highest 
degree  of  deviation  of  any  of  the  indices  here  discussed,  and  there- 
fore it  is  important  that  it  should  be  employed  as  one  of  the  ap- 
portionment factors.  In  addition  to  this,  physical  valuation  is,  of 
course,  the  very  best  index  of  property  distribution,  and  if  the 
alternative  gross-net  tax  is  to  be  an  exclusive  tax,  in  lieu  of  prop- 
erty taxes,  distribution  of  property  deserves  some  recognition. 

The  phrase  "  physical  valuation,"  as  used  here,  is  broadly  used 
and  in  fact  refers  not  to  "  value,"  but  to  "  cost,"  "  cost  of  repro- 
duction "  or  "  investment,"  terms  very  different  from  "  value." 

A  Composite  Basis 

There  is  not  a  single  known  and  accepted  basis  of  allocation 
which  is  not  weak  at  one  point  or  another.  Any  one  of  them 
might  work  out  admirably  in  one  state,  but  produce  an  absurd 
result  in  another  state.  No  one  method  is  a  safe  guide  to  distribu- 
tion, and  hence  it  is  necessary  to  use  a  composite  basis,  employ- 
ing, however,  only  those  bases  which  have  something  to  recom- 
mend them.  Too  often  composites  are  made  up  of  units  some  of 
which  are  good  and  some  of  which  are  bad.  Composites  and 
averages  cannot  be  found  by  throwing  in  the  bad  with  the  good, 
and  if  a  method,  such  as  the  single  track  basis,  is  concededly 
wrong,  it  should  never  be  permitted  in  a  calculation  to  produce 
an  average. 

Of  the  nine  methods  of  apportionment  above  referred  to,  we 
would  use  these  five :  all-track  mileage ;  car  mileage ;  physical 
valuation;  traffic  units,  and  gross  earnings.  No  one  is  wholly 
satisfactory,  but  they  complement  one  another,  work  substantial 
justice  between  the  several  states,  and  appear  to  come  as  close  to 
accuracy  as  the  complex  nature  of  the  subject  will  permit. 

As  fluctuations  may  occur  in  any  of  these  figures,  it  is  better 
to  use  them  by  five-year  averages,  as  this  tends  toward  stability, 
and  obviates  freakish  increases  or  decreases.  However,  the  all- 
track  mileage  and  physical  valuation  should  be  used  as  of  the  end 
of  the  last  calendar  year,  and  not  for  a  five-year  average,  as,  other- 
wise, newly  constructed  mileage  or  terminals  would  not  receive 
proper  recognition. 

Test  Application 

Before  definitely  adopting  the  basis  of  apportionment  suggested 
above  for  railroads,  it  will  be  necessary  to  secure   from  various 
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railway  systems  the  statistical  data  by  means  of  which  the  validity 
of  the  apportionment  formula  may  be  tested.  Through  the  kind- 
ness of  the  Northern  Pacific  Railway  Company  the  committee  has 
secured  certain  pertinent  information.  Table  No.  1  presents  this 
material  and  shows  the  various  ratios  for  each  state  through  which 
the  Northern  Pacific  Railway  passes.  The  corresponding  percent- 
age distribution  under  the  apportionment  formula  recommended  by 
the  committee  is  indicated  in  column  11  of  Table  No.  1,  and  seems 
to  work  out  very  equitably  as  between  states. 


Table  No.  1 

Percentage  Distribution  by  States  of  Track,  Traffic,  Earnings  and 
v.a.luation  of  the  northern  pacific  railway  (1922) 


State 


All 
Track 


(I)  (2) 

W  isconsin i  .83 

Minnesota 19.08 

North  Dakota 18.76 

Montana 23.5 1 

Idaho    4.24 

Washington 31.86 

Oregon ,74 


Single 
Track 


(3) 
1.86 

15-13 
23.16 

24.74 

4-93 

29-34 

.84 


Net 
Earnings 


(4) 

* 

32.00 
16.91 
29.62 
1.98 
19.49 


Gross 
Earnings 


(5) 

.82 
25.42 
15-90 
27.09 

3-23 

27.26 

.28 


Car 
Mileage 


(6) 

.68 

22.47 

17.26 

33-56 

3-54 

22.34 

.14 


State 


Wisconsin  . . . 
Minnesota  . . 
North  Dakota 
Montana  .  — 

Idaho    

Washington .  • 
Oregon 


Train 
Mileage 


(7) 

1-34 

20.90 

17.99 

29.85 

379 
25.80 

■33 


Car  and 

Traffic 

Physical 

Locomotive 

Units 

Valuation 

Mileage 

(8) 

(9) 

(10) 

-73 

-52 

1-75 

22.53 

25.08 

20.43 

17.15 

16.84 

13-78    • 

33-23 

31-67 

25.04 

3-51 

3-40 

3.86 

22.69 

22.35 

34-30 

-15 

•13 

.84 

Committee 
Formula 

Average  of 
Cols.  (2), 
(5).  (6), 
(9),   (10) 


(11) 

1. 12 
22.50 
16.51 
28.17 

3.66 

27.62 

.42 


*  Net  loss. 

Note:  Based  on  information  furnished  by  the  Northern  Pacific  Railway 
Co.,  except  for  column  10,  which  is  computed  from  tentative  valuation  of 
Interstate  Commerce  Commission. 
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The  relation  of  traffic  units  to  the  other  measures  reported  in 
Table  No.  1  is  computed  in  the  following  table : 

Table  No.  2 

Correlation  of  Traffic  Units  with  Other  Measures 

(Based  on  Table  No.  i) 


Car  mileage    

Car  and  locomotive  mileage 

Train  mileage 

All-track 

Gross  earnings  

Net  earnings 

Single  track    

Physical  valuation 


Coefficient 
of  Correlation 


.996 
.996 
.985 
.911 
.980 
.967 
.892 
.890 


An  examination  of  the  statistics  for  the  Northern  Pacific  Rail- 
way Company  indicates  that  the  states  through  which  the  Northern 
Pacific  passes  are  not  sufficiently  diversified  in  their  character,  in 
spite  of  the  variation  in  the  density  of  population,  traffic  and  other 
factors,  to  bring  into  relief  the  discrimination  which  would  result 
from  the  use  of  the  less  satisfactory  measures  of  apportionment. 
A  critical  examination  of  Table  No.  1  will  show,  however,  the 
points  at  which  the  recommended  formula  irons  out  the  inequali- 
ties of  other  measures. 

9.  Hydro-Electric  and  Power  Companies 

The  interstate  apportionment  of  hydro-electric  and  power  com- 
pany taxes  raises  a  question  which  is  more  difficult  of  solution 
than  is  the  case  with  railways.  In  the  case  of  the  hydro-electric 
and  power  companies  there  is  a  relatively  large  amount  of  invest- 
ment in  property  in  a  single  plant.  The  application  of  the  alterna- 
tive gross  or  net  tax  as  an  exclusive  tax,  means  that  the  locality 
and  the  state  in  which  the  power  plant  is  located  will  demand  con- 
siderable recognition  of  property  in  the  apportionment  formula. 

The  difficulty  which  arises  is  illustrated  in  the  case  of  the 
Nevada-California  Power  Company  vs.  Hamilton.  In  this  case 
two-thirds  of  the  power  company's  property,  including  its  gener- 
ating plants,  canals,  reservoirs,  etc.,  was  situated  in  California, 
while  the  balance  of  the  property,  consisting  of  transmission  lines 
running  into  the  State  of  Nevada,  was  situated  in  the  latter  state 
where  power  was  sold  in  the  mining  districts.     The  Nevada  Tax 
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Commission,  capitalizing  the  net  earnings  of  the  company,  found 
their  total  value  in  both  states  to  be  in  the  neighborhood  of 
$4,000,000.  They  also  found  that  85%  of  their  transmission  system 
was  in  Nevada,  and  therefore  credited  Nevada  with  85%  of  the 
full  value  of  the  property,  as  the  taxable  valuation  in  the  State  of 
Nevada.     The  Court  said : 

"  It  is  futile  to  urge  that  85  per  cent  of  the  company's  in- 
come is  earned  in  Nevada.  There  is  no  evidence  to  that 
effect.  Eighty-five  per  cent  of  the  income  may  be  collected  in 
Nevada,  because  Nevada  affords  the  company  its  principal 
market.  The  Commission  utterly  ignored  the  fact  that  the 
company  earns  a  part  of  its  income  by  the  use  of  its  water 
rights,  reservoirs,  ditches,  pipe  lines  and  power  plant.  The 
company  is  engaged  in  two  lines  of  business.  It  is  a  manu- 
facturer, and  as  such  its  entire  business  is  in  California;  there 
it  generates  all  its  power.  It  is  also  engaged  in  transmitting 
to,  and  selling  electric  power  in  Southern  Nevada.  If  Nevada 
can  capitalize  all  the  net  earnings  of  the  company,  both  as  a 
manufacturer  in  California  and  as  a  distributor  in  Nevada, 
and  appropriate  85  per  cent  of  the  capitalized  value  for  assess- 
ment and  taxation,  why  may  not  the  Tax  Commission  of  Cali- 
fornia with  equal  justice  capitalize  the  gross  earnings  of  the 
company  in  both  states,  and  tax  the  entire  value  thus  ascer- 
tained, because  all  the  property  used  in  manufacturing  the 
company's  product  is  situated  in  that  state?  Furthermore,  if 
85  per  cent  of  the  company's  income  is  earned  in  Nevada,  it 
necessarily  follows  that  the  earning  power  of  each  dollar  in- 
vested by  the  company  in  Nevada  transmission  lines  is  more 
than  11-fold  greater  than  the  earning  power  of  each  dollar 
invested  in  the  California  water  rights  and  power  plant." 

This  illustrates  the  impossibility  of  selecting  either  the  gross 
receipts,  or  the  mileage  of  transmission  lines,  or  the  allocation  of 
customers  as  exclusive  bases  of  apportionment.  It  has  been  sug- 
gested to  the  committee  that  the  apportionment  formula  for  such 
cases  should  be  based  one-half  upon  the  location  of  gross  earnings 
and  one-half  on  the  value  of  the  actual  physical  property  used  in 
the  operations  of  the  power  company.  It  will  be  observed  that 
this  method  of  apportionment  is  not  unlike  the  method  recom- 
mended by  the  Committee  on  Apportionment  between  States  of 
Taxes  on  ]\Iercantile  and  ^Manufacturing  Business.  The  chief  ob- 
jection to  this,  however,  is  that  it  requires  the  appraisal  of  the 
property.  The  difficulty  of  making  such  an  appraisal  of  the  prop- 
erty is  one  of  the  outstanding  reasons  which  has  led  the  com- 
mittee to  abandon  physical  valuation  as  a  tax  base  and  to  accept 
the  alternative  gross  or  net  tax.  It  may  be  said,  again,  however, 
that  the  use  of  physical  valuation  in  an  apportionment  formula 
does  not  present  as  serious  a  problem  as  is  to  be  found  in  the  use 
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of  physical  valuation  as  a  tax  base.  In  an  apportionment  formula 
what  we  need  to  know  is  not  the  value  of  the  public  utility  in 
dollars  and  cents.  We-  need  to  know  only  the  percentage  of  the 
value  which  lies  in  a  given  jurisdiction.  The  physical  valuation 
may  be  high  or  low,  without  affecting  the  apportionment  ratio, 
provided  only  it  is  consistent  over  the  whole  system. 

In  order  to  get  away  entirely  from  the  use  of  physical  valuation 
in  the  apportionment  formula,  it  has  been  suggested  that  the 
power  plant  and  the  distributing  system  be  separated  and  consid- 
ered as  if  separate,  and  the  power  plant  sold  its  product  to  the  dis- 
tributing system,  at  an  arbitrary  charge  per  k.w.h.,  based  on  the 
schedules  on  file  with  the  Public  Service  Commission  for  other 
like  consumers,  if  there  are  such  schedules,  and  if  not,  then  on 
an  approximate  basis,  to  be  arrived  at,  after  considering  what 
other  companies  in  the  state  charge  for  wholesale  power  to  dis- 
tributing companies.  The  tax  on  the  distributing  system  would 
then  be  apportioned  on  the  basis  of  wire  mileage,  or  receipts,  or 
both. 

The  committee  hesitates  to  recommend  such  a  complicated  sys- 
tem, though  it  recognizes  the  advantages  presented  by  the  plan. 

10.  Street  Railways 

There  appear  to  be  few  street  railways  doing  an  interstate  busi- 
ness. The  problem  of  apportionment,  therefore,  does  not  arise  in 
many  jurisdictions.  Where  it  does  arise,  however,  it  presents  a 
difficult  problem.  There  appear  to  be  two  main  types  of  street 
railways  from  the  standpoint  of  business  administration ;  first,  the 
railway  which  buys  its  power  and  maintains  only  track,  rolling 
stock,  car  barns,  and  executive  offices;  and  second,  the  railway 
which  manufactures  its  own  power  or  part  of  its  power  and  main- 
tains, in  addition  to  the  type  of  property  listed  for  other  street 
railways,  power  plants  and  additional  transmission  lines.  These 
power  plants  may  be  either  hydro-electric  or  steam. 

In  the  case  of  the  street  railway  which  buys  its  power,  the  com- 
mittee suggests  that  the  apportionment  be  based  on  two  factors — 
car  miles  and  physical  valuation.  In  the  case  of  street  railways 
which  manufacture  their  own  power,  the  committee  has  in  mind, 
as  in  the  case  of  power  companies  above,  that  there  might  be  an 
arbitrary  segregation  of  the  power  plant  from  the  remaining 
property  of  the  railway,  and  that  the  remaining  business  be  ap- 
portioned in  accordance  with  the  method  recommended  for  ordi- 
nary street  railways.  The  difficulty  entailed  in  segregating  the 
power  plant  from  the  operating  property  is  so  great,  however, 
that  the  committee  is  not  prepared  to  urge  this  method  of  appor- 
tionment, until  a  much  more  careful  study  of  the  situation  can  be 
undertaken.     Though  we  have  received  a  good  deal  of  assistance 
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on   this   point   from   public   utility   corporations,    we   are    not  yet 
satisfied  that  some  better  method  of  apportionment  cannot  be  found. 

11.  Express  Companies 

In  the  case  of  express  companies  almost  the  entire  gross  and 
net  receipts  are  derived  from  the  collection,  transportation  and 
delivery  of  packages.  The  physical  property  owned  by  express 
companies  is  a  negligible  factor,  in  arriving  at  tax-paying  ability 
or  obligation.  In  view  of  this  fact,  even  under  an  ad  valorem 
system  of  taxation  the  franchise  value,  or  in  other  words,  the 
earning  capacity,  has  taken  a  very  prominent  place  in  tax  evalua- 
tions. From  the  standpoint  of  apportionment  the  express  business 
presents  a  difficult  problem.  The  present  administrative  and  ac- 
counting records  do  not  divide  the  business  by  states.  In  certain 
jurisdictions  an  effort  is  made  to  segregate  the  business,  but  this 
distribution  is  purely  arbitrary  and  fictitious.  State  lines  mean 
nothing  in  the  express  business.  The  cost  of  an  actual  segregation 
of  way-bills  and  the  apportionment  of  interstate  way-bills,  in  ac- 
cordance with  mileage,  appears  to  be  prohibitive  under  the  present 
system  of  express  administration.  The  average  express  shipment 
is  reported  to  be  less  than  $2.00.  This  emphasizes  the  large  cost 
which  would  be  entailed  in  requiring  express  companies  to  set  up 
segregated  records.  After  due  consideration  it  appears  to  the 
committee  that  the  problem  here  is  to  find  an  index,  not  of  prop- 
erty distribution  but  of  business  done.  We  therefore  suggest 
that  the  ratio  of  apportionment  be  built  up  from  the  following 
three  factors:  (a)  salaries  and  wages,  (b)  gross  receipts,  (c)  mile- 
age or  wheelage. 

The  committee  has  not  been  able  to  work  out  to  its  own  satis- 
faction the  last  factor  entering  into  this  apportionment  formula. 
Before  proceeding  with  this  question  it  will  be  necessary  to  learn 
more  definitely  what  basis  is  used  by  the  railroads  in  charging 
express  companies  for  service. 

12.  Pipe  Lines 

As  far  as  the  committee  has  been  able  to  learn,  the  pipe  lines  of 
all  interstate  pipe-line  companies  which  take  crude  oil  from  the 
fields  are  divided  into  two  systems:  (1)  gathering  lines,  and  (2) 
trunk  lines.  This  is  according  to  the  Interstate  Commerce  Com- 
mission classification.  The  lineal  mileage  in  each  system  can 
always  be  determined  from  administrative  records.  The  gross 
earnings  and  net  earnings  of  each  system  are  also  readily  available. 
As  far  as  we  have  been  able  to  learn,  the  gathering  systems  are 
entirely  intrastate,  though  of  course  the  trunk  lines  are  in  a  great 
many  cases  interstate.  Mile  for  mile  the  trunk  line  system  has  a 
greater   gross  and  net  earning  capacity   than  the   gathering  line 
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system.  This  is  for  several  reasons.  The  gathering  line  system 
must  keep  in  touch  with  production.  At  times  the  gathering  lines 
may  have  sufficient  capacity  to  take  care  of  production  from  an- 
other field,  but  the  separation  of  the  two  fields  makes  it  necessary 
to  lay  an  additional  gathering  system.  In  such  cases  frequently 
the  carriage  is  no  greater  than  the  first  line  could  have  taken  care 
of  satisfactorily.  Then,  too,  the  distance  the  crude  oil  is  carried 
in  gathering  does  not  determine  the  rate.  The  gathering  rate  is  a 
flat  rate,  irrespective  of  the  distance  the  crude  oil  is  transported. 
For  example,  the  distance  from  the  oil  field  to  the  trunk  line  may 
be  eighty  miles  in  one  case  and  only  five  miles  in  another.  In 
both  instances,  we  are  informed,  the  gathering  system  receives  the 
same  rate  per  barrel.  Therefore,  a  particular  state  may  have 
within  its  boundary  quite  a  large  percent  of  the  total  mileage  of 
the  pipe  line  system,  yet,  because  of  the  fact  that  a  great  portion 
of  the  pipe  line  mileage  in  the  state  is  in  the  gathering  line  system, 
the  earnings  of  the  utility  in  the  state,  or  which  should  be  allo- 
cated to  the  state,  are  not  in  proportion  to  the  mileage. 

It  is,  therefore,  the  opinion  of  the  committee  that  the  earnings 
of  the  pipe  lines  should  be  apportioned  in  the  following  manner : 
The  gross  or  net  revenue  of  the  gathering  line  system  in  each 
state  should  be  determined.  This  will  not  be  a  question  of  appor- 
tionment but  merely  a  mathematical  calculation.  Next,  the  gross 
or  net  revenue  of  the  entire  trunk  line  system  should  be  deter- 
mined. Eight-inch  pipe  is  the  most  customary  size  and  therefore 
should  be"  taken  as  the  standard,  and  any  pipe  lines  in  the  trunk 
system  of  a  greater  or  less  diameter  than  eight  inches  should  be 
converted  to  their  capacity  equivalent  in  eight-inch  line.  This 
added  to  the  eight-inch  mileage  should  be  the  figure  used  as  repre- 
senting the  total  trunk  line  mileage  of  the  pipe  line  company.  It 
should  read  as  so  many  miles  of  eight-inch  pipe.  Then  there 
should  be  allocated  to  the  particular  state  that  portion  of  the  gross 
or  net  revenue  of  the  trunk  line  system  which  the  trunk  line  mile- 
age in  the  particular  state  bears  to  the  total  trunk  line  mileage  of 
the  company.  This  added  to  the  gross  or  net  revenue  of  the 
gathering  line  in  the  particular  state  is  the  amount  which  should 
be  apportioned  to  that  state. 

13.  Car  Lines 

There  are  a  number  of  corporations  which  carry  on  the  business 
of  supplying  shippers  with  cars  which  they  maintain  and  operate, 
through  contracts  with  the  railroad  companies.  These  cars  are 
usually  of  a  specialized  type.  In  developing  a  measure  of  appor- 
tionment for  such  car  lines,  wheelage  appears  to  furnish  the  most 
satisfactory  index  under  normal  circumstances.  Further  examina- 
tion of  this  question  may  make  it  advisable  to  allow  for  idle  cars 
and  for  the  time  element. 
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Where  corporations  own  cars  and  use  them  incidentally  in  their 
own  business,  as  department  stores  use  their  delivery'  wagons, 
earnings  attributable  to  the  cars  probably  do  not  meet  the  expenses, 
so  that  there  would  be  no  net  earnings,  and  it  would  be  difficult  to 
determine  the  gross  earnings,  even  if  it  were  decided  to  apply  the 
alternative  gross  or  net  tax  to  such  cars.  From  some  points  of 
view  such  private  cars  may  be  in  competition  with  car  line  com- 
panies so  that  it  seems  only  fair  to  work  out  some  basis  for  the 
taxation  of  these  private  cars  so  that  they  may  not  have  a  discrimi- 
natory advantage. 

14.  Parlor  and  Sleeping  Cars 

The  committee  has  not  succeeded  in  securing  definite  informa- 
tion as  to  the  administrative  and  accounting  records  kept  by  parlor 
and  sleeping  car  companies.  On  the  basis  of  such  information  as 
we  have,  however,  it  would  appear  that  the  interstate  apportion- 
ment for  such  public  utilities  should  be  based  upon  (a)  wheelage 
and  (b)  gross  receipts.  If  it  is  possible,  however,  to  show  the 
passenger  miles,  this  should  be  substituted  for  gross  receipts. 

15.  Telephones 

The  nature  of  the  telephone  business  needs  no  elaborate  state- 
ment here.  An  examination  of  the  methods  of  operation  and  of 
the  administrative  and  accounting  records  kept  by  the  telephone 
companies  shows  that  the  problem  of  interstate  apportionment  can 
be  worked  out  more  simply  than  this  committee  anticipated  before 
going  into  the  matter.  It  appears  that  our  telephone  systems  are 
made  up  of  two  distinct  kinds  of  business;  these  are,  first,  local 
telephone  imits,  serving  individual  cities  and  their  surroundings, 
and  second,  trunk  lines  or  toll  lines  connecting  these  local  systems. 
Seventy-five  to  eighty  per  cent  of  the  telephone  business  in  the 
United  States  is  intrastate.  There  is,  of  course,  no  question  of 
interstate  apportionment  for  this  part  of  the  telephone  business. 
The  administrative  and  accounting  records  make  it  possible  to 
separate  this  business  without  difficult>',  except  in  a  very  few  in- 
stances. The  remaining  twenty-five  per  cent  of  the  telephone  busi- 
ness is  handled  over  the  toll  lines.  Time  and  distance  are  the  two 
factors  entering  into  telephone  service  charges,  both  to  the  public 
and  in  intercompany  charges.  It  is,  therefore,  the  suggestion  of 
the  committee,  first,  that  the  intrastate  business  be  allocated  defi- 
nitely to  the  several  states;  second,  that  the  interstate  business  be 
allocated  to  the  states  in  proportion  to  the  relative  use  of  the  wires 
in  a  given  state,  considering  both  time  and  distance. 

16.  Telegraph  and  Cable  Companies 

The  natural  method  of  apportionment  for  telegraph  companies 
27 
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is  wire  mileage.  This  is  an  index  both  of  the  physical  valuation 
and  of  the  business  factor.  In  the  case  of  cable  companies,  wire 
mileage  and  gross  receipts  appear  to  be  the  most  satisfactory  ap- 
portionment index. 

In  order  that  there  may  be  substantial  uniformity  as  between 
companies  operating  cable  lines  alone  and  companies  operating 
both  cables  and  telegraph  lines,  the  committee  suggests  that  in  the 
latter  case  the  cables  and  the  cable  business  be  segregated  from 
the  land  telegraph  lines  for  purposes  of  taxation. 

17.  Highway  Transport 

In  the  case  of  motor  transport  companies  and  stage  lines,  the 
suggestion  of  the  committee  is  that  traffic  units  be  used  as  the 
basis  of  apportionment.  Many  progressive  motor  transport  com- 
panies are  keeping  accurate  records  of  their  passenger  and  ton 
miles.  On  the  basis  of  those  facts,  we  believe  a  workable  index 
can  be  developed  for  general  use.  It  must  be  pointed  out  that  in 
the  case  of  highway  transport,  the  alternative  gross  or  net  tax 
will  not  be  the  exclusive  tax  involved,  even  under  the  previous 
recommendations  of  this  committee.  It  is  expected  that  there  will 
be  a  systematic  development  of  the  taxes  on  motor  vehicles  and 
on  gasoline,  so  that  these  taxes  will  form  an  adequate  compensa- 
tion to  the  community  for  the  use  of  the  highways.  The  tax 
which  we  are  particularly  considering  is  in  the  nature  of  a  business 
and  property  tax.  If  the  motor  vehicle  taxes  serve  in  lieu  of  prop- 
erty taxes,  an  allowance  will  have  to  be  made  for  this  fact  in  de- 
termining the  alternative  gross  or  net  tax  recommended  by  this 
committee. 

18.  Navigation  Lines 

In  the  case  of  steamship  companies,  canal  boat  companies  and 
other  navigation  lines,  the  committee  has  not  been  successful  in 
securing  any  definite  information  with  regard  to  the  business 
methods  or  administrative  and  accounting  records.  It  seems  that 
such  companies  are  at  present  satisfied  with  the  tax  systems  of 
the  states  and  prefer  to  let  sleeping  dogs  lie.  This  reaction  which 
the  committee  gets,  tends  to  confirm  the  suspicion  that  navigation 
companies  are  perhaps  too  well  satisfied  with  their  burden  of  taxes, 
as  compared  with  other  public  utilities. 

III.  Conclusion 

In  bringing  this  program  of  suggestions  to  a  close,  the  com- 
mittee wishes  to  emphasize  the  tentative  nature  of  them  all.  Our 
main  purpose  has  been  to  arouse  discussion  and  indicate  the 
method  of  approach  which  must  be  followed  in  developing  appor- 
tionment   formulae    for   the   various   public   utilities.      It    must   be 
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clear  to  the  members  of  the  conference  that  the  appHcation  of  the 
required  method  to  even  a  single  utility  is  an  exacting  task  in 
itself,  and  that  its  application  to  a  score  of  utilities  involves  the 
labor  of  a  research  staff,  and  a  wider  inquiry  than  the  committee, 
and  probably  the  conference,  is  ready  now  to  undertake. 

During  the  reading  of  Mr.  Davenport's  paper,  Mr.  Link  took 
the  chair. 

Chairman  Link  :  Members  of  the  conference  :  You  can  imagine 
the  amount  of  work  that  Senator  Davenport  has  put  in  on  that 
excellent  paper.  I  shall,  with  your  consent,  suspend  discussion  of 
it,  but  it  is  a  perfectly  wonderful  paper,  and  represents  at  least  a 
couple  of  years'  work,  I  am  certain.    It  is  wonderful  in  every  way. 

May  I  digress  for  a  moment  to  state  that  we  are  about  to  finish 
our  annual  session,  and  to  state  to  you  that  we  should  all  be  big 
and  broad  enough  to  remember  the  wonderful  good  of  this  con- 
ference and  forget  a  few  little  unfortunate  occurrences.  That  is 
the  spirit  which  should  prevail,  and  I  hope,  and  know,  it  will. 

Just  a  moment's  digression  with  reference  to  one  of  the  resolu- 
tions. Our  executive  committee  has,  in  my  opinion,  by  laying  the 
foundation  of  the  work  for  the  committee  on  expenditures  and 
persuading  ex-Governor  Frank  O.  Lowden  to  assume  that  enor- 
mous task,  done  a  distinct  service  at  a  crucial  time  in  the  history 
of  this  country.  Indeed,  I  think  it  will  go  beyond  the  bounds  of 
the  United  States  in  its  splendid  effect  upon  foreign  countries. 
The  work  is  well  laid  out;  the  executive  committee  has  the  idea, 
and  we  are  going  to  get  the  funds,  and  we  have  the  best  man  in 
the  United  States  to  lead  the  work,  but  every  one  of  you  who  have 
come  to  this  conference  must  take  the  idea  home  and  broadcast  it 
through  your  states  and  back  up  that  committee  on  expenditures 
during  the  next  two  years  to  the  very  limit,  because  it  is  to  do  a 
wonderful  piece  of  work. 

Now  we  shall  have  the  report  of  the  committee  on  standardiza- 
tion of  reports  of  state  tax  commissions,  which  is  a  very  important 
matter;  one  that  will  harmonize  the  work  of  the  different  states  of 
the  Union ;  presented  by  a  man  who  is  especially  qualified  to  give 
it — Mr.  Mark  Graves,  state  tax  commissioner  of  Xew  York.  (Ap- 
plause) 

Mr.  Tobin  :  I  don't  know  just  what  Senator  Davenport,  as 
chairman  of  the  committee,  had  in  mind,  as  to  the  work  of  the 
committee.  There  was  no  report  from  the  committee  on  resolutions 
concerning  this  committee,  and  I  do  not  know  whether  he  proposed 
to  terminate  it  or  not. 

Mr.  Davenport  :  Yes,  Mr.  Chairman,  we  did  purpose  to  termi- 
nate it. 
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Chairman  Link  :  Mr.  Mark  Graves  will  now  address  us. 

Mr.  Mark  Graves  :  Those  of  you  who  are  still  here  may  safely 
feel  as  the  man  did  who  attended  the  lecture.  You  can  stick  around 
for  a  few  minutes,  because  I  shall  soon  be  through.  One  of  the 
noted  lecturers  of  the  country  was  in  the  act  of  delivering  one  of 
his  lectures,  when  a  man  who  had  imbibed  a  little  too  freely  came 
into  the  hall  and  sat  down  in  the  front  row.  After  he  had  been 
there  a  few  minutes,  he  became  restless  and  got  up,  and  he  said, 
"Shay,  how  long  have  you  been  lecturing?"  The  lecturer  said, 
"About  four  years,  my  good  man."  "  Well,"  the  man  replied,  "  I'll 
stick  around  a  little  while — you  must  be  nearly  through."  (Laugh- 
ter) 

The  committee  on  standardization  of  tax  reports  conceived  the 
idea  of  having  its  report  printed.  I  am  glad  now  that  we  did. 
(Laughter)  I  say  that  in  no  offended  sense,  because  nothing 
offends  me.  Perhaps  the  best  way  to  convey  the  ideas  of  a  com- 
mittee on  a  subject  of  this  kind  is  by  submitting  them  in  concrete, 
definite,  printed  form.  We  have  spent  some  time  and  devoted 
some  effort  to  the  preparation  of  this  document.  We  are  not  vain 
concerning  its  merits.  We  realize  that  it  has  its  defects,  and  that 
it  is  lacking  in  its  completeness,  but  we  do  believe  it  is  material 
that  we  tax  men ;  we  tax  commissioners  can  use,  in  setting  our- 
selves to  the  task  of  aggregating  certain  tax  facts  in  some  uniform 
way. 

Statistics  are  only  valuable  to  the  extent  that  they  may  be  com- 
pared with  something.  In  New  York  we  have  been  publishing  one 
kind  of  a  tax  report  for  many  years.  That  has  a  certain  value, 
because  each  year's  report  may  be  compared  with  those  for  pre- 
ceding years.  But  our  report  would  be  of  infinitely  greater  value 
to  us  if  we  could  compare  it  with  the  tax  reports  of  some  of  the 
other  states;  or  better  still,  with  the  tax  reports  of  all  the  other 
states.  That  is  what  lends  value  to  statistics :  the  fact  that  they 
may  be  used  for  comparative  purposes. 

This  committee  set  about  its  task  with  the  idea  of  making  as 
simple  a  plan  as  possible.  We  appreciated  that  tax  authorities  of 
some  states  are  not  equipped  to  do  statistical  work.  Therefore,  we 
have  set  forth  in  this  report,  I  may  say,  the  basic  facts  which  we 
believe  should  be  contained  in  all  tax  documents  of  this  nature. 

Strange  as  it  may  seem,  there  are  tax  reports  published  by  states 
in  this  country  that  do  not  show  the  amount  of  taxes  levied  in  the 
course  of  any  one  year;  that  do  not  show  how  those  taxes  are  dis- 
tributed for  the  purpose  of  being  spent  by  the  various  jurisdictions. 
We  believe,  as  we  have  set  forth  in  table  1,  on  page  4,  that  the  first 
essential  is  to  state  the  amount  of  tax;  first,  the  title  of  the  tax, 
the  legal  reference  or  citation  under  which  it  is  levied,  and  the 
total  tax  collected  bv  the  state  or  the  countv  or  town  or  citv  or 
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village,  as  the  case  may  be.  But  it  is  not  sufficient  to  show  it  by 
the  jurisdiction  which  levies  it,  because  many  of  the  states  levy 
and  collect  taxes  which  they  in  turn  distribute;  so  we  undertake 
to  show  in  table  2  how  the  tax  is  distributed.  In  table  3,  at  the 
top  of  page  5,  we  advocate  showing  the  cost  of  the  collection  of 
each  tax. 

At  the  bottom  of  page  5  we  propose  a  table  which  will  show  the 
purposes  or  functions  for  which  these  taxes  are  levied.  We  have 
set  forth  the  New  York  classification  at  the  top  and  the  federal 
government  census  bureau  classification  at  the  bottom.  At  the  top 
of  page  6  we  provide  a  table  to  show  the  wealth  of  the  state — 
whether  it  be  real  property  or  personal  property,  and  whether  it  be 
liable  to  taxation  or  exempt  from  taxation. 

In  table  3  on  page  6  we  provide  for  showing  the  total  income  of 
the  state. 

Those  six  tables  are  the  ones  perhaps  most  vital  to  a  tax  com- 
mission's report,  for  if  we  have  tables  1,  5  and  6,  then  we  can  de- 
termine the  two  very  important  things  to  know,  which  we  as  tax 
men  desire  to  know,  and  which  all  people  interested  in  taxation 
will  wish  to  know:  The  rate  of  tax  as  applied  to  property;  the 
ratio  of  tax  to  total  wealth,  and  the  rate  of  tax  or  ratio  of  tax  to 
total  income.  I  venture  to  say  there  is  scarcely  a  state  in  the 
Union  which  can  now  give  us  that  data. 

I  shall  not  undertake  to  discuss  in  detail  the  tables  contained  in 
the  report  further  at  this  time.  You  all  have  copies  of  it;  we 
have  additional  copies  in  the  possession  of  the  committee,  and  if 
it  is  the  wish  of  this  conference,  the  committee  will  undertake  to 
distribute  those  to  tax  commissions  throughout  the  coimtry. 

And,  Mr.  Chairman,  at  this  time,  without  further  discussion  of 
the  paper.  I  would  like  to  make  this  motion,  if  I  can  do  it  without 
seeming  to  be  in  the  position  of  soliciting  a  further  job:  That  this 
committee  be  continued  for  another  year ;  that  this  report  be  ac- 
cepted and  ordered  printed  in  the  proceedings  of  the  association ; 
that  the  report  be  commended  to  the  earnest  consideration  of  all 
tax  commissions  and  tax  officials  throughout  the  country,  and  that 
the  committee,  if  continued,  be  requested  to  transmit  copies  of  it, 
with  copies  of  the  resolution  adopted  here,  to  all  tax  commissions, 
urging,  first,  that  they  make  use  of  so  much  of  it  during  the  forth- 
coming year  as  they  find  they  can  readily  and  sensibly,  and  con- 
sistent with  their  policy,  adopt ;  and  second,  that  they  furnish  to 
the  committee  their  written  criticisms  of  this  report,  suggesting 
matters  to  be  deleted,  or  things  to  be  added,  or  changes  to  be  made 
in  the  specific  tables  proposed. 

I  will  make  such  a  motion,  Mr.  Chairman,  if  it  be  in  order. 

The  motion  was  seconded  by  Mr.  Davenport.     (Applause) 
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Chairman  Link:  The  motion  is  in  order;  it  is  duly  seconded, 
and  if  there  is  no  objection,  I  shall  cast  the  unanimous  vote  of  the 
conference  for  this  motion.  The  vote  is  cast  unanimously,  and  we 
should  especially  like  to  have,  not  only  copies  distributed  to  the  tax 
commissions,  but  to  the  leading  tax  officials  of  the  larger  cities  and 
counties,  if  your  committee  can  do  so. 

]\Ir.  Graves  :  We  will  go  as  far  as  we  can. 

(The  report  of  the  committee  is  as  follows) 

REPORT  OF  COMMITTEE  ON  STANDARDIZATION  OF 
ANNUAL  REPORTS  OF  STATE  TAX  COMMISSIONS 

One  3'ear  ago,  before  the  conference  of  this  association  in  Minne- 
apolis, Dr.  Adams,  our  president,  said,  in  part: 

"  I  have  indicated  in  a  general  way  what  seems  to  me  almost 
the  only  remedy  for  the  defects  in  federal  taxation,  and  the 
only  general  method  of  improving  federal  tax  laws,  which  is 
available,  and  that  is  the  remedy  of  education.  We  need  more 
educational  work ;  perhaps  as  much  as  anything  else  we  need 
more  fundamental  facts.  As  an  expert,  who  within  the  limi- 
tations of  his  time  and  strength  has  endeavored  to  get  at  the 
truth  in  a  disinterested  way  in  this  connection,  the  thing  I 
feel  most  is  the  absence  of  clear-cut  facts  relating  to  many  of 
the  deepest  and  most  important  of  federal  tax  questions.  The 
bureau  of  internal  revenue,  in  my  opinion,  should  spend  fen 
times  as  much  money  as  it  is  spending  today  in  getting  funda- 
mental facts.  Let  them  be  applied  as  they  may;  let  them  be 
used  for  partisan  purposes;  they  will  be;  all  that  is  part  of  a 
larger  educational  campaign.  The  returns  of  the  income  tax 
and  excess  profits  tax  have  facts  and  information  and  data, 
the  like  of  which  the  history  of  science  and  the  world  have 
never  seen.  Some  of  it  is  being  published;  ten  times  as  much 
should  be  published,  to  be  utilized  by  this  trade  association,  by 
that  group  of  industry,  by  this  educational  institution,  by  that 
research  bureau. 

I  said  in  the  beginning  that  I  was  going  to  reserve  for  final 
statement  what  seems  to  me  the  principal  necessity  in  this 
connection.  I  think  we  need  most  of  all  something  that  would 
most  certainly  bring  us  better  tax  laws,  and  that  is  a  feeling 
among  everybody  concerned ;  among  tax  experts ;  among  col- 
lege professors ;  among  business  men ;  among  members  of 
Congress,  of  profound  humility ;  an  intense  eagerness  to  get 
more  facts  and  more  knowledge  and  a  profound  realization  of 
how  little  is  known  in  this  connection.  If  I  have  any  wisdom 
to  impart  on  this  subject,  that  is  the  wisdom. 

Until  we  know  how  little  we  know  and  until  we  get  an  in- 
tense, eager,  sustained  desire  to  know  more  disinterestedly,  we 
shall  not,  in  the  big  fundamental  particulars,  improve  federal 


STANDARDIZATIOX  OF  ANNUAL  REPORTS  423 

taxmaking.  That  is  the  principal  point  that  I  want  to  leave 
with  you." 

The  report  of  your  committee  can  have  no  more  appropriate 
nor  better  preface  than  the  words  of  Dr.  Adams.  The  goal  for 
which  we  must  all  work,  zealously  and  harmoniously,  is  education 
and,  in  this  matter  especially,  the  goal  cannot  be  reached  nor 
nearly  approached  without  material  and  clear-cut  facts  (statistics) 
classified  under  appropriate  headings  and  arranged  so  as  to  permit 
of  easy  and  intelligent  understanding  and  comparison. 

At  the  outset,  it  is  appropriate  to  show  the  relationship  of  the 
matter  in  hand  with  things  in  general.  An  annual  tax  report  con- 
tains principally  statistics.  Statistical  data  constitutes  the  first 
essential.  It  is  quite  as  important  that  such  a  report  contain  nar- 
rative, interpreting  the  statistical  tables  and  stating  the  correct 
conclusions  which  may  be  deduced  therefrom.  Nevertheless,  with- 
out the  tables  the  report  is  incomplete  and  the  narrative  becomes 
relatively  valueless.  What,  then,  is  the  conception  of  statistics  un- 
derlying the  work  of  the  members  of  the  committee?  What  place 
does  statistics  have  in  the  general  scheme  of  things? 

We  will  first  state  what  statistics  are  and  then  what  statistics  is. 
Data  relative  to  any  matter  intelligently  aggregated  and  classified 
constitute  statistics.  Statistics  is  defined  as  both  a  science  and  a 
method.  Just  as  experimentation  is  the  method  of  developing  in- 
formation in  the  physical  sciences,  statistics  is  the  method  of  de- 
veloping information  in  the  social  sciences.  Physical  science  deals 
with  matter;  social  science  deals  with  man.  We  cannot  experi- 
ment with  man  as  we  may  with  matter.  If  we  want  to  know  at 
what  temperature  a  metal  melts  we  heat  it  and  find  out.  But  if  we 
want  to  know  how  fatal  is  a  disease,  we  do  not  inoculate  a  thousand 
persons  and  note  how  many  die.  Instead,  we  keep  track  of  those 
cases  which  occur  and  merely  enumerate  the  cases  and  the  fatalities. 

In  advance  of  science,  statistics  take  the  place  of  adjectives. 
For  the  reason  that  adjectives  are  indefinite,  they  must  be  dis- 
placed by  figures.  Of  course  where  figures  are  not  available,  ad- 
jectives as  substitutes  may  be  permissible.  Adjectives  as  a  rule 
are  the  make-shifts  of  those  who  are  without  the  facts  or  adequate 
basis  for  reasonable  estimate.  The  only  legitimate  occasion  for 
their  use  is  when  loose  approximations  serve  the  purpose  required 
as  well  as  accurate  figures. 

How  often  do  we  hear  many  such  statements  as  the  following: 

The  burden  of  taxation  is  rapidly  increasing; 

The  cost  of  education  is  so  great  that  the  taxpayer  is  no  longer 

able  to  bear  it ; 
The  intangible  wealth  of  the  state  is  much  greater  than  the 

total  realty  of  the  state,  and 
Government  is  absorbing  a  larger  and  larger  proportion  of  the 

people's  income. 
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Such  statements  may  be  true,  and  then  again  they  may  not. 
Without  the  actual  figures  no  one  can  know  just  how  true  or  false 
they  are.  Your  committee  believes  that  all  such  assertions  should 
be  superseded  by  statements  in  which  definite  figures  may  be  used. 

It  is  said  that  the  American  people  have  a  genius  and  a  passion 
for  statistics.  Baseball  is  a  good  illustration  of  where  a  very  live 
class  of  Americans  have  shown  a  most  active  genius  or  passion  in 
statistics  designed  to  measure  accurately  comparative  efficiency. 
The  typical  reader  of  the  Sunday  papers  studies  batting  averages, 
and  each  time  he  does  so  he  gets  a  first-class  lesson  in  statistical 
methods.  Baseball  has  produced  statistics  which  are  a  model  in 
their  completeness,  in  the  careful  accuracy  with  which  they  are 
compiled  and  in  the  reliability  with  which  they  can  be  used  in 
judging  of  the  facts  which  they  are  designed  to  show.  It  is  doubt- 
ful if  any  business  in  the  country  has  developed  a  method  of 
measuring  the  relative  ability  of  its  employees  in  any  degree  com- 
parable to  that  achieved  in  baseball. 

Although  at  "  first  blush "  the  work  which  we  advocate  may 
appear  to  be  routine  and  purely  formal  in  character,  perhaps  almost 
of  trifling  detail,  nevertheless  your  committee  believes  it  is  one  of 
the  most  important  matters  to  which  this  association  and  confer- 
ence can  give  its  attention,  and,  further,  that  it  is  the  matter  to 
which  it  should  give  its  first  attention. 

Only  a  small  percentage  of  the  information  that  ought  to  be 
developed  currently  with  respect  to  tax  matters  is  actually  being 
developed  and  that  is  being  compiled  in  such  an  ununiform  way  as 
to  make  it  of  minimum  rather  than  maximum  value.  Furthermore, 
it  is  the  opinion  of  your  committee  that  instead  of  waiting  until 
the  various  states  perfect  their  tax  systems,  before  developing 
standardized  comparable  data,  we  should  begin  this  work  at  once, 
that  all  may  have  the  benefit,  in  straightening  out  our  taxation 
tangles,  of  the  information  which  can  and  should  be  developed. 

If,  then,  statistical  tables  are  so  essential  to,  and  form  such  an 
important  part  of,  an  adequate  tax  report,  it  is  important  that  an 
agreement  be  reached  that  all  tax  authorities  aim  to  incorporate  in 
their  reports  uniform  tables.  Your  committee  has  given  thought- 
ful consideration  to  this  matter  and  proposes  certain  tables,  which 
it  is  thought  will  furnish  the  greatest  number  of  essential  facts 
and  make  them  available  for  use  by  those  interested  therein.  The 
tables  presented  represent  the  ideas  and  the  consensus  of  opinion 
of  the  members  of  the  committee,  but  before  they  are  made  final 
they  should  receive  the  careful  and  thoughtful  consideration  of 
this  conference  and  of  all  those  who  are  interested  in  taxes  and 
related  matters.  Briefly,  the  tables  fall  into  two  dififerent  classes, 
(1)  those  showing  current  information,  and  (2)  those  disclosing 
historical  data. 
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Your  committee  recognizes  that  were  its  opinion  the  last  thought 
on  the  subject,  it  would  not  be  possible  for  the  tax  authorities  of 
each  state  to  immediately  include  in  their  reports  all  of  these 
tables.  The  necessary  information  may  not  be  available  and  ex- 
isting statutes — as  well  as  the  limitations  of  statistical  organizations 
— may  prevent  its  accumulation  and  compilation.  Nevertheless,  it 
is  believed  that  in  no  state  will  it  be  found  impossible  to  adopt  at 
least  some  one  or  more  of  the  tables  herein  proposed,  and  to  the 
extent  that  can  be  done  the  situation  will  be  improved  and  facts 
substituted  for  fancy. 

That  the  proposal  and  recommendation  of  the  committee  may  be 
definite  and  offer  a  basis  for  discussion,  the  committee  here  out- 
lines the  tables  which  it  recommends  and  the  specific  columnar 
headings  which  it  believes  should  be  employed.  Following  is  a 
list  of  these  tables  and  the  forms  thereof. 

Table  I  should  show  the  taxes  raised  during  the  year  for  state 
and  local  purposes  distributed  among  the  various  classes  of  juris- 
dictions that  raise  the  tax.  Each  tax  should  be  given  its  usual  title 
and  in  the  second  column  should  be  given  the  citation  to  the  law 
authorizing  it. 

FORM 

Distribution  of  State  and  Local  Taxes  collected  by  the  Various  Classes  of 

Jurisdictions 


Title  of  tax 


Legal 
citation 


General  property  Arts  1-5, 
incl..  Tax 
Law 

Bank  stock 


Total 

tax 

collected 


State 


County 


City 


I  i  School 

Town  Village  district 


Table  II  should  redistribute  these  same  taxes  showing  how  much 
of  each  was  finally  apportioned  to  each  class  of  jurisdictions. 


FORM 
Distribution  of  State  and  Local  Taxes  collected  to  the  Various  Classes  of 

Jurisdictions 


Title  of  tax 

General  property 
Bank  stock 


Total 

! 

tax 

State 

County 

City 

Town 

Village  ; 

collected 

School 
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Table  III  should  show  for  each  tax  the  total  cost  of  collection, 
the  cost  per  $100  of  tax  collected,  the  tax  base  and  the  various  tax 
rates. 

FORM 

Cost  of  Collecting  the  State  and  Local  Taxes 


Title  of  tax 

General  property 
Bank  stock 


Total  tax 
collected 


Total  cost 
of  collection 


Cost  per 

$ICX3  of  tax'    Value  of 
collected       tax  base 


Average 
tax  rate 


Note.  —  Blanks  calling  for  the  general  property  tax  data  rendered  by 
local  officials  to  State  Tax  Commissions  need  an  inquiry  as  to  the  cost  of 
collecting  the  general  property  tax.  The  cost  of  collecting  also  includes  the 
cost  of  assessing  it. 

Table  IV  should  show  how  much  of  the  taxes  in  Table  II  went 
for  the  various  primary  governmental  purposes. 

FORM 

Total  Taxes  shown  in  Table  II  devoted  to  the  Various  Primary  Govern- 
mental Purposes 


Purpose 


Executive 

Administrative 

Legislative 

Judicial 

Regulative 

Educational 

Agricultural 

Defensive 

Penal 

Curative 

Charitable 

Protective 

Constructive 

Debt  service 

General 

Other 

Total 


State 

County 

City 

Town 

Village 

School 
district 

Total 
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or 
General  government 
Protection  to  person  and  property 
Conservation  of  health  and  sanitation 
Highways 

Charities,  hospitals  and  corrections 
Education 
Recreation 

Miscellaneous  and  general 
Debt  service 

Table  V  should  show  the  wealth  of  the  state  distributed  among 
the  principal  classes.  The  primary  classes  are  taxable  realty, 
exempt  realty,  tangible  personalty  and  intangible  personalty. 

FORM 

Total  Wealth  of  the  State  Distributed  among  its  Principal  Classes 

Realty  Tangible — Continued 

Taxable  Public  utility 

Urban  Household 

Land  Intangible 

Improvements  Money 

Rural  Stocks 

Land  Bonds 

Improvements  Mortgages,  notes,  etc. 

Public   utilities    (none  to  be  in-  Other 

eluded  in  above)  Reclassification  of  taxable  realty 

Exempt  Forest 

Personalt}-  Mining 

Tangible  Agricultural 

Live  stock  Manufacturing 

Automobiles  Mercantile 

Farm  machinery  Public  utility 

Manufacturers'  stocks  Residential 
Mercantile  stocks 

Table  VI  should  show  the  income  of  the  population  of  the  state 
distributed  by  classes.  The  primary  classes  are  income  from  ser- 
vices, income  from  realty,  income  from  tangible  personalty  and 
income  from  intangible  personalty.  This  table  should  furthermore 
show  the  income  from  each  of  the  classes  of  wealth  specified  in 
Table  V. 

FORM 
Total  Income  of  the  State  Distributed  am^ng  its  Principal  Sources 

Services  .  Agriculture 

Realty  Mineral  production 

Tangible  personalty  Manufacturing 

Intangible  personalty  Transportation 

Banking 
Government 
Other 
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DISCUSSION 

Tables  I,  V  and  VI  give  the  three  primary  tax  figures,  i,  e., 
total  tax  (state  and  local),  total  wealth  and  total  income.  We  can 
now  give  the  two  next  most  important  tax  figures,  rate  of  tax  in 
terms  of  total  wealth,  and  rate  of  tax  in  terms  of  total  income. 
The  importance  of  these  five  figures  can  hardly  be  overemphasized. 
They  show  the  total  absolute  tax  burden,  and  they  show  it  relatively 
in  terms  of  the  two  great  tax  bases,  total  wealth  on  the  one  hand 
and  total  income  on  the  other.  During  a  series  of  years  these 
figures  will  show  just  in  what  direction  and  how  fast  the  tax  burden 
is  going.  In  one  or  two  generations  hence  there  may  be  worked 
out  the  one  important  figure  lacking,  i.  e.,  the  total  benefit  secured 
from  the  tax.  This  figure  would  result  from  aggregating  after 
properly  weighting  all  such  benefits  secured  from  taxation  as  total 
number  of  school-pupil  days,  total  number  of  yards  of  road  con- 
structed, total  number  of  yards  of  road  maintained,  etc. 

We  consider  it  so  important  for  all  tax  men,  whether  legislators, 
administrators,  professors,  corporation  tax  experts,  or  others,  to 
know  what  can  be  known  about  the  two  great  bases,  namely,  wealth 
and  income,  that  we  recommend  the  inclusion  of  tables  V  and  VI 
in  the  annual  tax  reports  of  a  state,  even  if  the  state  tax  depart- 
ment has  to  have  an  outside  agency  such  as  the  state  university 
department  of  economics  or  some  research  bureau  develop  these 
tables  for  it.  And  if,  as  will  often  be  the  case,  only  very  rough 
approximations  can  be  arrived  at,  we  recommend  the  inclusion  of 
such  tables  showing  probable  maximum  and  minimum  figures,  with 
an  explanation  of  how  the  figures  were  developed.  Such  figures, 
being  the  best  that  can  be  got,  will  be  vastly  better  than  the  wild 
figures  that  many  people  get  out  of  their  heads.  And  until  these 
tables  can  be  developed  we  recommend  that  each  state,  nevertheless, 
print  the  captions  with  a  note  that  the  figures  have  not  yet  been 
worked  out.  Such  inclusion  of  blank  tables  should  hasten  the  time 
when  the  legislatures  would  be  willing  to  appropriate  some  money 
to  find  out,  at  least  to  a  satisfactory  degree  of  approximation,  what 
the  state's  real  wealth  and  income  are. 

Table  VII  should  be  the  state  equalization  table.  This  will  give 
the  assessed  value  of  such  property  as  is  covered  by  the  general 
property  tax  distributed  by  counties.  Its  primary  tax  function  is 
to  serve  as  the  base  for  distributing  the  state  tax  among  the  vari- 
ous counties.  The  column  showing  the  rate  of  equalization  gives 
the  relative  efficiency  or  inefficiency  of  the  tax  assessors  of  the 
various  counties.  But  outside  of  its  special  use  in  distributing  the 
state  tax,  its  primary  value  is  in  the  light  it  throws  upon  the  value 
of  the  taxable  realty  in  the  state.  The  full  value  of  the  realty  as 
shown  by  this  table  should  be  near  enough  to  the  actual  value  to 
permit  of  its  total  being  used  for  the  total  realty  (taxable)  figure 
in  table  V  showing  the  total  wealth  of  the  state. 
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State  Equalization  Table  for  the  Year  1924 


Full 

Amount 

Amount 

Assessed 

value 

deducted 

added 

Equal- 

Assessed 

Equal- 

value 

Rate 

of  real 

from 

to 

ized 

value  of 

ized 

County 

of  real 

of  equal- 

property 

assessed 

assessed 

value 

personal  value  of 

property 

ization 

at  rate 

value 

value 

of  real 

property 

real  and 

of  equal- 

of real 

of  real 

property 

personal 

ization 

property 

property 

property 

Adams 
Addison 

Table  VIII  should  support  Table  VII  by  giving  the  sales  data 
or  such  information  as  the  commission  relied  on  in  developing  the 
equalization  table.  Anyone  using  the  equalization  table's  figure 
for  the  value  of  the  taxable  realty  of  the  state  should  know  how 
adequate  are  the  figures  relied  upon  in  developing  the  full  value 
figures  for  the  various  counties  as  given  in  the  equalization  table. 
It  may  be  if  this  table  is  annually  printed  that  it  will  have  the 
effect  of  stimulating  a  great  improvement  in  the  equalization  tables 
throughout  the  country. 

FORM 
Data  Supporting  the  State  Equalization  Table  for  the  Year  ig24 


Sales  of  real  estate  1923 
investigated 

Real  estate 
included 

Number  of  sales  in  which  true  con- 
sideration was  developed  from 

County 

Adams 
Addison 

Total 

Excluded 

Included 

Assessed 
value 

Sale 
value 

Deed 

Federal 
stamps 

Mortgages 

Other 

Table  IX  should  be  a  table  of  dates,  giving  the  dates  of  the 
various  fiscal  years  of  all  classes  of  municipalities  in  the  state,  the 
dates  of  the  fiscal  and  of  the  reporting  years  of  all  the  state  de- 
partments and  also  the  significant  dates  for  each  tax.  The  handi- 
ness  of  such  a  table  warrants  its  compilation  many  times  over. 
Its  primary  value  is  even  much  greater.  No  one  would  expect  a 
person  to  understand  or  to  appreciate  the  accuracy,  or  have  faith 
in  the  efficiency  of  a  system  where  the  figures  in  the  accounting 
never  agree.     Yet  a  check  is  impossible  where  the  accounting  or 
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reporting  years  are  not  identical.  If  the  statistics  applicable  do 
not  total  the  same  figure  in  the  different  departments'  reports  of  a 
given  table,  confidence  in  their  reliability  cannot  be  asked  by  those 
responsible  therefor.  Accordingly,  this  table  has  its  chief  value 
as  an  argument  in  favor  of  the  adoption  of  a  common  fiscal  and 
reporting  year  for  all  the  municipalities  and  all  the  departments  of 
all  the  states. 

To  illustrate  the  need  of  such  action,  there  is  given  a  statement 
of  dates  upon  which  fiscal  years  of  various  governmental  units  in 
New  York  State  end. 
The  fiscal  year  of  the  State  of  New  York  ends  on  June  thirtieth. 
In  50  counties,  the  fiscal  year  ends  on  October  31.  In  4  coun- 
ties, the  fiscal  year  ends  on  December  31.  In  5  counties,  the  fiscal 
year  ends  on  November  30.  In  2  counties,  the  fiscal  year  ends  on 
September  30  and  1  county  ends  its  fiscal  year  on  November  9th. 

In  2  of  the  first  class  cities  (New  York  and  Rochester),  the 
fiscal  year  ends  on  December  31st.  In  the  city  of  Buffalo,  the 
fiscal  year  ends  on  June  30.  All  of  the  eight  second  class  cities 
end  their  fiscal  years  on  December  31.  Of  the  49  third  class  cities, 
38  end  their  fiscal  years  on  December  31.  In  the  remaining  11 
cities,  fiscal  years  end  on  various  dates  between  February  28  and 
November  30.  In  906  towns,  the  fiscal  year  is  the  calendar  year. 
In  the  remaining  26  towns,  fiscal  years  end  on  February  28  and 
March  3.  In  462  incorporated  villages,  the  fiscal  year  ends  on 
February  28th.  In  the  remaining  26  villages,  fiscal  years  end  on 
various  dates  between  January  31  and  December  31.  The  fiscal 
year  in  each  school  district  ends  on  July  31. 

Financial  and  statistical  statements  contained  in  annual  reports 
of  33  New  York  State  departments  and  commissions  cover  the 
fiscal  year  July  1  to  June  30,  while  32  report  for  the  calendar  year. 
But  one  department  (Educational)  reports  for  the  fiscal  year 
August  1  to  July  31st. 

The  report  of  the  New  York  State  Tax  Department  will  cover 
the  calendar  year  in  so  far  as  possible.  However,  statistical  tables 
respecting  different  kinds  of  taxes  must  conform  to  the  year  for 
which  each  tax  is  due,  and  payable. 

The  following  table  illustrates  the  significant  tax  dates  of  New 
York  State's  tax  system : 
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Title  of  tax 


General  property  tax 


Day  of  taxable  status  | 

or  period  covered  by  ,    Date  returns  or 

reports  on  which       information  is  due 

tax  is  computed 


July  I 


None  required 


Date  tax  is  due 


Bank  stock  tax May  i 

Tax  on  private  bankers  ...  M  ay  i 

Corporation     organization; Date   of   incorporation 
tax  or  increase  of  stock 


June  1 


State,  County,  Town, 
30  days  after  post- 
ing notice  of  tax 
being  due 

City,  various 

Village,  various 

Schooldistrict,Sept.  i 

Dec.  31 


License  tax,  foreign  corpo- 
rations 


June  I Dec.  31 

Prior  to  incorpora-  Date  of  incorpora- 


The  first  year  of  busi- 
ness in  the  state 


Franchise  tax,  domestic  and  Dec.  31    

foreign  corporations         | 
Additional    franchise    tax, !  12  months  ending  June 

transportation  and  trans- [     30 

mission  corporations         ' 
Franchise  tax,  elevated  and  12  months  ending  June 

surface  roads   not  oper-l     30 

ated  by  steam  | 

Franchise  tax  on  water,  gas,  12  months  ending  Oct. 

electric  or  steam  heating,      31 

lighting  or  power  com-' 

panics  | 

Franchise     tax,    insurance  12  months  ending  Dec. 

companies  31 

Franchise   tax,  trust   com- 12  months  ending  June 

panics  30 

Franchise   tax,   investment  12  months  ending  June 

companies  30 

Franchise       tax,      savings  12  months  ending  June 

banks  30 

Privilege    tax    on    foreign  12  months  ending  Dec. 

bankers  31 

Franchise  tax,  business  cor-  12  months  ending  Dec 

porations,  domestic  and      31 

foreign 

Transfer  tax   Date  of  transfer 

I 

Mortgage  tax '■  Date  of  recording  .... 

Stock  transfer  tax !  Date  of  transfer 


tion 


30  days  after  end 
of  first  year  of 
business  in  this 
state  I 

Jan.  I-Feb.  15.  ..  Mar 


tion  or  mcrease 
of  stock 
30  days  after  end  of 
first  year  of  busi- 
ness in  this  state 


August  I [August  I 


August  I August  I 

Dec.  I jjan.  15 


March  i June  i 

August  I jSept.  I 

August  I J  Sept.  I 

August  I !  Sept.  I 

i 
Feb.  I Feb.  I 

July  I   Jan.  i 


Date  of  appraiser's  Date  of  transfer 

report 
Date  of  recording   Date  of  recording 
Date  of  transfer..  Date  of  transfer 
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Title  of  tax 


License,  real  estate  brokers 

and  real  estate  salesmen 

Personal  income  tax 


Registration  of  motor  vehi- 
cles  

License  of  operators 

Registration  of  motorcycles 
Foreign  insurance 


Shellfish  grounds 


License,  billiard  and  pocket 

billiard  rooms 
Poll  tax 


Day  of  taxable  status 

or  period  covered  by 

reports  on  which 

tax  is  computed 


Date  of  application- . . 
12  months  ending  Dec. 
Date  of  license  


Date  of  license   

Date  of  license   

12  months  ending  Dec. 

31 
12  months  ending  Dec. 

31 
Date  of  application  .  • . 


Date  returns  or 
information  is  due 


Oct,  I   

Date  of  payment. 

Date  of  license. . 

Date  of  license  • . 
Date  of  license. . 
Feb.  I 


None  required 

Sept.  I 

None  required 


Date  tax  is  due 


Receipt  of  applica- 
tion 
April  15 

Jan.  I 

July  I 
Jan.  I 
April  I 

April  I 

Date  of  application 

Same  date  as  pay- 
ment of  village 
general  property 
tax 


Table  X  should  be  a  chart  showing  the  organization  of  the  tax 
department  of  the  state.  If  the  supervision  and  collection  of  the 
various  taxes  is  scattered  among  various  departments,  this  chart 
will  well  bring  out  the  facts.  There  may  be  a  one  best  way  for  a 
tax  department  to  be  organized,  and  if  so,  these  charts  may  dis- 
close it.  The  chart  would  enable  heads  and  employees  of  the  de- 
partments and  commissions  to  have  a  better  bird's-eye  view  of  their 
respective  departments. 

No  form  is  given. 

Table  XI  should  show  the  primary  facts  relative  to  the  state  as 
bearing  on  its  taxable  ability.  The  primary  purpose  of  such  a  table 
would  be  to  give  sufficiently  wide  perspective  and  also  a  view  of 
the  relationship  of  the  tax  situation  with  other  primary  facts  rela- 
tive to  the  state.  Bringing  together  such  facts  (some  of  them  at 
least)  would  doubtless  instruct  and  probably  surprise  even  life-long 
tax  experts  and  afford  a  general  corrective  for  many  ideas  based 
upon  inadequate  and  one-sided  data. 

What  is  meant  by  this  can  perhaps  best  be  illustrated  by  a  table 
published  in  the  March,  1923,  research  bulletin  of  the  National 
Education  Association  showing  the  estimated  expenditures  for 
luxuries  and  for  primary  and  secondary  education  in  the  United 
States  in  1920.     The  items  are  as  follows: 
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School  expenditures    (public,  primary  and  secondary  educa- 
tion)         $i/)36,ooo,ooo 

Candy     $1,000,000,000 

Tobacco    2,111,000,000 

Soft  drinks    350,000,000 

Perfumes  and  cosmetics     750,000,000 

Admission  to  theatres,  dues,  etc 800,000,000 

Ice  cream    250,000,000          . 

Cakes,  confections,  etc 350,000,000 

Luxurious  services    3,000,000,000 

Luxuries  in  hotels  and  restaurants 750,000,000 

Luxurious  food,  etc 5,000,000,000 

Joy  riding,  races,  pleasure  resorts,  etc.  .  .  3,000,000,000 

Cost  of  luxuries   $17,361,000,000 

It  is  being  said  that  the  cost  of  our  educational  system  is  "  break- 
ing the  backs  "  of  the  taxpayers,  but  when  we  consider  that  there 
is  voluntarily  paid  far  greater  sums  for  so-called  luxuries,  an  en- 
tirely different  view  of  our  ability  to  pay  taxes  for  education  is 
gained. 

This  table  should  include  the  following  facts  with  respect  to  the 
state : 

Total  area  Average   full  and  assessed  value   of 

land  real  estate  per  acre 

water  in  state 

Total  population  ^^  incorporated  places  of  over 

male  10,000  population 

female  ^^  incorporated  places  of  under 

10,000  population 

Total  population  over  21  years  of  age  in  particular  incorporated 

male  places 

Wealth  of  population 
Total  number  of  families  per  capita 

Total  wealth  of  population  P^""  ^^™'^^' 

tangible  Income  of  population 
intangible  per  capita 

™      ,   .  ,  ,    .  per  family 

lotal  income  of  population  per  acre 

Total  taxes  Per  acre  tax 

federal  federal  purposes 

^i^i^  state  purposes 

^°*^^*  local  purposes 

Average  property  tax  rate  Per  capita  tax 

federal  federal  purposes 

^'^••^  state  purposes 

^°*-^^  local  purposes 

Percentage  of  total  income  taken  for       Per  family  tax 
federal  purposes  federal 

state  purposes  state 

local  purposes  local 

28 
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DISCUSSION 

We  are  so  continually  dealing  with  individual  tax  trees  that  we 
are  apt  to  lose  sight  of  the  tax  forest  as  a  whole  and  the  surround- 
ing territory.  The  public  generally  is  to  a  much  greater  extent 
without  a  proper  perspective.  It  would  seem  to  be  highly  desirable 
that  tax. men  should  agree  on  at  least  a  page  or  two  of  data  which 
will  bring  out  clearly  such  facts  as  the  relative  expenditure  on 
government  and  on  luxuries,  the  per  capita  and  the  per  family  tax 
burden,  the  ratio  of  taxes  to  national  or  state  income.  What  these 
data  should  be  is  a  matter  that  should  be  decided  by  a  large  number 
instead  of  by  a  few  individuals. 

To  have  a  good  understanding  of  the  present  tax  situation  in  a 
state  it  is  necessary  to  know  certain  data  relative  to  the  past;  ac- 
cordingly the  annual  report  should  contain  certain  historical  tables. 

Table  XII  should  give  the  annual  revenues  of  the  state  and  its 
localities  from  the  beginning  to  date,  distributed  among  the  various 
taxes  and  distributed  among  the  state  and  its  various  classes  of 
localities.  The  yearly  totals  might  be  distributed  among  the  prin- 
cipal purposes  for  which  expenditures  were  made. 

FORM 

Total  State  and  Local  Taxes  (collected)  Distributed  among  the  Various 
Collecting  Classes  of  Jurisdictions  from  the  Beginning  to  Date 


Year 


Total 

State 

County 

City 

Town 

ViUage 

School 
district 


Note. — Probably  in  many  cases  it  will  be  impossible  to  carry  this  table 
back  to  the  beginning.  This  table  should  prove  to  be  part  of  the  kind  of 
research  that  graduate  students  working  for  their  doctor's  degree  may  be 
hoped  to  do  for  their  state  tax  commission.  Any  such  historical  research 
may  probably  be  considered  as  sufficiently  thorough  and  will  relieve  the  tax 
commission  of  just  so  much.  In  time  it  may  be  hoped  that  in  this  way  all 
the  historical  tables  can  be  completed  so  far  as  is  possible. 


Table  XIII  is  another  historical  table  and  should  give  the  as- 
sessed values  of  properties  in  the  state  from  the  beginning  to  date. 
This  will  show  the  development  of  the  property  tax  basis.  If  pos- 
sible the  actual  full  value  also  should  be  given.  The  data  should 
be  available  which  would  permit  of  arriving  at  the  per  capita 
wealth  of  the  state  during  the  successive  years  and  the  actual  in- 
creasing or  decreasing  tax  rates  also  should  be  known.  Although 
the  total  wealth  of  the  state  for  each  year  may  not  be  known  and 
therefore  the  relative  percentage  of  each  of  the  two  classes  of 
property  assessed  will  not  be  determined,  this  table  \vill  show  what 
percentage  of  the  general  property  tax  "  broke  down  "  into  merely 
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a  real  estate  tax  and  therefore  the  increasing  necessity  of  making- 
personalty  bear  its  fair  share  of  the  burden  of  government  in  some 
other  way. 

FORM 

Valuations  of  Property  under  the  General  Property  Tax  in  the  State  from 
the  Beginning  to  Date 


Year 


Assessed  value 


Real  estate 


Personalty 


Ratio  of 

personalty 

to  realty 


Equalized 

value  of 

real  estate 


Ratio  of 
assessed  value 
of  real  estate 


Table  XIV  should  show  a  different  kind  of  historical  informa- 
tion—  the  county  equalization  rates  from  the  beginning  to  date. 
This  table  will  show  the  arbitrary  information  of  what  rates  were 
adopted  for  distributing  the  state  tax  among  the  counties.  But 
also  it  w411  show  how  efficient  the  work  of  the  assessors  in  the 
various  counties  was  considered  to  be  bv  the  various  central  boards. 


FORM 

Rates  of  Equalization  for  the  Various  Counties  used  in  the  State  Equaliza- 
tion Tables  from  the  Beginning  to  Date 


County 
Adams 

1915 

1916 

1917 

1918 

1919 

1920 

1921 

1922 

1923 

Exempted  property  constitutes  an  important  tax  matter  from 
several  angles.  There  should  be  a  table  showing  by  counties  the 
exempted  property  of  the  current  year  distributed  by  class  of 
ownership,  and  another  showing  it  distributed  by  use  of  property. 
This  distribution,  geographical,  by  ownership,  and  functional,  would 
seem  to  cover  adequately  this  kind  of  property.  The  geographical 
distribution  might  go  to  smaller  units  than  the  counties. 

Exempted  property  also  should  have  an  historical  table  showing 
for  each  year  from  the  beginning  to  date  the  value  of  exempted 
property.  Probably  another  column  should  show  the  taxed  real 
property.  The  percentage  of  the  exempt  to  the  taxed  property 
should  be  shown  also.  So  many  people  look  with  alarm  on  this 
part  of  our  tax  situation  that  a  table  showing  the  growth  of  this 
class  of  property  should  be  included  in  all  reports. 
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A  table  which  will  not  take  more  than  one  page  should  be  in- 
cluded, giving  the  tax  rate  of  each  of  the  cities  of  the  state  for 
the  current  and  for  several  preceding  years. 

A  table  should  give  for  the  various  localities  of  the  state  their 
taxable  ability  as  indicated  by  their  assessed  and  full  value,  their 
tax  burden,  and  the  aid  received  for  various  purposes  from  the 
state.  This  table  should  bring  together  the  primary  tax  facts  rela- 
tive to  each  of  the  localities.  The  primary  tax  facts  include  the 
primary  tax  bases  of  which  there  are  four,  namely,  area,  popula- 
tion, wealth  and  income.  The  gross  debt,  the  sinking  funds  and 
the  net  debt  should  also  be  shown  for  each  locality.  For  the  im- 
pairment of  taxable  ability  due  to  debt,  the  payment  of  the  debt 
by  taxes  and  the  payment  of  the  interest  on  the  debt  by  taxes  all 
constitute  important  tax  facts.  Such  a  table  will  bring  together  a 
great  amount  of  valuable  tax  information  relative  to  all  the  towns 
and  cities  in  the  state.  But  in  addition  to  this  aggregation  of  in- 
formation relative  to  a  large  number  of  particular  localities  the 
table  has  an  even  greater  value.  There  are  at  present,  and  have 
been  developing  for  many  years,  conditions  which  are  necessitating 
the  shifting  of  various  functions  from  the  governmental  units 
which  are  now  bearing  the  burden  of  those  functions  to  other  gov- 
ernmental units.  In  general,  if  not  entirely,  this  shifting  is  from 
the  units  of  smaller  jurisdictions  to  the  units  of  larger  jurisdic- 
tions; from  the  school  district  and  the  village  to  the  town  or  to 
the  county  and  from  the  town  or  the  county  to  the  state.  This 
table's  primary  use  may  be  in  enabling  one  to  determine  what 
percentage  of  the  municipalities  are  able  to  bear  the  burden  of  the 
functions  now  resting  upon  them. 

Nearly  every  state  in  the  Union  has  an  inheritance  tax  and  the 
information  that  could  be  developed  from  the  individual  returns 
would  be  most  important.  Each  state  should  tabulate  its  inheri- 
tance tax  data  for  at  least  one  year.  The  tables  should  distribute 
(1)  by  county,  (2)  by  size  of  net  estate,  (3)  by  will,  and  (4)  by 
sex,  the  following  facts  relative  to  each  estate :  Total  of  estates 
including  incumbrances,  real  estate  including  incumbrances,  real 
estate  incumbrances,  bonds,  stocks,  mortgages  and  notes,  other 
property,  net  estate  after  deduction  of  debts,  specifically  exempted 
bequests,  estate  transferred  to  residents  of  the  state,  estate  trans- 
ferred to  residents  of  the  United  States  other  than  the  given  state, 
estate  transferred  to  residents  of  foreign  countries,  estate  subject 
to  inheritance  tax;  bequests  before  tax  to  parents  and  spouse  and 
children,  to  other  relatives,  to  other  individuals,  to  institutions  or 
corporations  tax  exempt,  to  institutions  or  corporations  taxed; 
amount  of  tax. 

The  distribution  by  size  of  net  estate  can  be  made  almost  as 
easily  according  to  a  large  as  to  a  small  number  of  classes.     Ac- 
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cordingly,  we  are  suggesting  that  there  be  a  separate  class  for  each 
$1,000  up  to  325,000;  for  each  $5,000  up  to  $50,000;  for  each 
$10,000  up  to  $100,000;  for  each  5100,000  up  to  $1,000,000,  and 
for  each  $1,000,000  thereafter. 

The  taxation  of  public  utilities  and  of  corporations  generally 
offers  a  ^\■ide  field  for  the  development  of  tables  presenting  com- 
parable data.  Your  committee  is  unwilling,  at  the  present  time,  to 
make  more  than  a  most  general  recommendation  relative  to  the 
tabulation  of  data  relative  thereto.  In  the  case  of  taxes  thereon 
exclusive  of  the  general  property  tax,  there  should  be  shown  for 
each  class  of  public  utility  the  tax  applicable  to  each  base,  whether 
gross  earnings,  capital  stock,  etc. 

The  various  classes  of  public  utilities  that  should  be  segregated 
are :  steam  railroads,  street  railroads,  telephone,  telegraph,  pipe 
line,  electric,  gas  and  water  companies,  and  others. 

Other  classes  of  companies  from  which  the  various  taxes  should 
be  separately  reported  are  insurance  companies;  banks,  national, 
state  and  private;  savings  and  investment  companies.  In  the  case 
of  a  net  earnings  tax  on  business  corporations  the  same  classifica- 
tion as  the  federal  classification  should  be  followed.  It  is  possible 
that  it  will  not  be  feasible  for  years  to  go  beyond  this  in  recom- 
mending uniform  tables  for  corporation  tax  data. 

Of  necessity'  this  report  was  compiled  without  the  members  of 
the  committee  having  an  opportunity  to  confer.  It  was  necessary 
to  exchange  ideas  by  correspondence.  It  is  thought  that  the  report 
is  as  complete  and  as  good  as  could  be  compiled  under  the  circum- 
stances. The  most  that  is  claimed  for  it  is  that  it  may  promote 
thought  and  discussion.  If  we  are  content  to  let  our  tax  systems 
rest  and  discussions  concerning  taxation  repose  on  a  basis  of  ora- 
tory or  inspired  and  interested  propaganda,  then  it  is  not  necessary 
to  pay  any  attention  to  this  subject  or  to  this  report;  but  if  we 
adopt  the  advice  of  Doctor  Adams  and  seek  accurate  information 
concerning  our  tax  systems,  then  we  must  secure,  organize  and 
analyze  all  available  data.  Whether  that  can  best  be  aggregated 
somewhat  after  the  plan  outlined,  we  leave  to  the  judgment  of  the 
conference. 

Mark  Graves,  Chairman, 

State  Tax  Commissioner,  New  York 

R.    W.   RiORDAN, 

Chairman,  Louisiana  Tax  Commission 

B.   F.   BURTLESS, 

Secretary,    Michigan    Board    of    State    Tax 
Commissioners 

Fletcher  Hale, 

Secretary,  New  Hampshire  Tax  Commission 
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Paul  N.  Reynolds, 

Statistician,  Wisconsin  Tax  Commission 
W.  I.  King, 

National  Bureau  of  Economic  Research 
Don  C.  Sowers, 

University  of  Colorado 
Harley  L.  Lutz, 

Leland  Stanford  Jr.  University 

Chairman  Link:  I  am  informed  by  our  secretary  that  this  is 
the  last  of  the  papers  on  our  program.  Therefore,  we  will  hear 
discussions  of  these  two  papers.     Is  there  discussion  ? 

Mr.  McMahon  (Montreal)  :  Mr.  Chairman,  I  see  nobody  aris- 
ing to  discuss  the  papers,  and  I  do  not  arise  to  do  so.  However,  I 
would  feel  that  I  was  altogether  lacking  in  appreciation  were  I 
not  to  say  something,  as  I  think  I  am  the  only  Canadian  left  here 
at  the  termination  of  your  very  excellent  conference. 

You  will  recall  that  at  the  opening  of  the  conference.  Governor 
Morgan  paid  a  very  excellent  tribute  to  and  a  hearty  welcome  also 
to  those  Canadian  members  who  were  present,  and  to  the  country 
which  we  represent.  Though  I  am  only  here  as  a  guest,  I  may 
say  that  on  that  occasion  we  did  not  have  the  opportunity  of  thank- 
ing him  for  that  very  excellent  tribute,  but  nevertheless  it  welled 
up  deeply  into  our  hearts,  almost  to  the  point  that  words  would 
have  failed  us,  had  we  had  the  opportunity  to  respond. 

But  I  could  not  leave  this  conference,  after  the  excellence  of  it 
has  been  borne  upon  me;  after  all  the  kindness  that  had  been 
shown  to  me;  after  all  that  I  have  learned  during  the  conference; 
without  extending,  inadequately  of  course,  the  thanks  of  the 
Canadian  representatives  and  guests  here  to  everybody;  to  all 
concerned;  for  those  things  that  I  have  mentioned.  I  want  to 
particularly  extend  my  thanks  to  those  telephone  representatives 
and  tax  agents  (I  think  I  am  possibly  the  youngest  tax  agent  on 
the  continent),  to  those  men  who,  in  my  zeal,  I  worried  and  even 
harried  from  the  beginning  of  the  conference,  in  my  thirst  for 
knowledge.  And  I  am  sure  my  thirst  for  knowledge  has  been  met 
with  the  wherewithal  most  adequately.  It  is  natural  that  I  have 
great  difficulty  in  singling  out.  I  want  to  extend  particular  thanks 
not  only  to  those  mentioned,  but  even  greater  thanks  to  Mr.  Hof- 
comb,  who  extended  the  invitation  to  me,  personally,  to  be  a  guest 
at  this  conference.  I  am  going  to  take  to  my  concern  more  than  I 
can  possibly  express  here,  and  I  shall  deliver  it  to  them  with  a 
good,  heartfelt  warmth  that  comes  from  sincerity,  in  the  good 
Irish  way.     I  know  you  will  be  proud  of  the  way  I  shall  do  it  be- 
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cause  I  shall  have  the  advantage  of  speaking  to  my  own,  on  my 
own  ground. 

I  should  appreciate  it  deepl)^  if  'Sir.  Hall  would  thank  Governor 
Morgan  for  the  splendid  tribute  he  paid  to  us  all.  I  want  to  thank 
you  for  having  invited  me  here  as  a  guest.  I  hope  to  be  with  you 
at  future  conferences.  I  am  sure  this  conference  has  taught  me  a 
great  deal,  and  I  shall  always  be  here,  upon  invitation,  to  learn 
whatever  I  can.    Again,  on  behalf  of  the  Canadians,  I  thank  you! 

Chairman  Link  :  On  behalf  of  the  conference,  I  wish  to  say 
we  hope  you  will  be  with  us  each  year,  and  we  shall  pass  your 
thanks  on  to  Governor  Morgan. 

We  will  hasten  on  now,  to  the  matter  of  the  presentation  of  invi- 
tations for  the  place  to  hold  our  next  conference. 

Mr.  Beall  (New  Mexico)  Mr.  Chairman;  I  believe  that  it 
has  been  the  custom  in  the  past  to  take  up  at  some  one  session  of 
your  conference  a  discussion  of  the  places  for  holding  the  next 
annual  conference.  I  believe  that  most  of  the  gentlemen  who  are 
present  tonight  heard  last  year  of  Santa  Fe.  Santa  Fe  is  in  New 
^lexico,  and  I  want  to  take  this  opportunity  of  extending  our  an- 
nual invitation  to  come  out  to  see  us!     (Applause) 

Chairman  Link  :  Have  we  any  other  invitations  to  be  pre- 
sented? If  not.  Chairman  Adams,  I  will  call  you  to  the  chair  now 
to  close  the  conference. 

Chairman  Adams  took  the  chair. 

Chairman  Adams  :  Gentlemen ;  this  seems  to  wind  up  every- 
thing that  is  on  our  formal  program  and  to  take  care  of  some  of 
the  questions  that  have  arisen.  I  want  to  take  just  a  moment  for  a 
personal  explanation.  I  have  been  guilty  of  many  derelictions — 
sins  of  omission  and  of  commission — for  which  I  am  heartily  sorry. 
I  should  like  to  say  that  it  must  be  apparent  to  all  of  you  that  this 
organization  is  not  rigged  and  built  for  action,  particularly.  That 
has  been  the  explanation  of  what  may  have  seemed,  on  my  part, 
arbitrary  and  irregular  action.  It  is  impossible,  in  the  ordinary 
course  of  events,  to  have  delegates  appointed;  to  check  up  with 
great  care  their  credentials;  to  take  votes — expressions  of  formally 
appointed  delegates,  and  all  that  sort  of  thing.  And  if  I  may  use 
one-half  minute  more  to  explain  how  and  why  I  acted,  it  is  simply 
this :  We  can  exert  a  moral  influence ;  we  can  only  do  that,  so  long 
as  the  sense  of  fairness  and  equity  on  the  part  of  the  delegates  is 
satisfied.  If  I  seemed  to  take  some  very  bizarre  and  curious 
methods  of  arriving  at  conclusions,  there  was  at  least  a  very  clear- 
cut  objective  in  my  mind,  to  give  opportunity  and  time  for  the  full 
expression  of  opinion;  to  let  those  of  differing  views  feel  that 
they  had  had  time  to  express  those  views,  and  then  finally  to  arrive 
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at  a  matured  expression  that  should  geographically  and  otherwise 
represent  our  view.  Personally,  I  repeat  seriously,  that  I  hope 
you  will  pardon  the  many  derelictions  and  irregularities  and  sins 
of  omission  and  commission  of  which  I  have  been  guilty. 

Dismissing  that  personal  aspect  of  the  matter,  I  want  to  thank 
you  all  for  the  most  efficient  way  in  which  you  have  contributed 
toward  the  success  of  what  seems  to  me  a  highly  successful 
meeting. 

I  am  glad  that  you  are  here,  and  on  behalf  of  the  association  I 
express  the  hope  that  you  have  found  enough  in  its  proceedings  to 
draw  you  here  another  year. 

This  matter  of  taxation  is,  for  most  of  us,  our  life  work  —  our 
profession.  I  feel,  and  the  association  feels,  and  I  think  most  of 
us  feel,  that  we  cannot  do  anything  which,  at  the  close  of  our  lives, 
will  give  us  a  more  abiding  and  genuine  satisfaction  than  to  know 
that,  on  occasions  such  as  this,  we  have  for  a  short  time  forgotten 
our  very  selfish  interests  and  done  something,  even  in  a  small  way, 
to  lift  to  a  higher  and  better  plane  the  profession  of  just  and 
equitable  and  efficient  tax  collection,  tax  paying,  and  tax  legisla- 
tion.    In  behalf  of  the  conference,  I  thank  you! 

The  audience  arose  and  applauded,  and  the  meeting  adjourned 
sine  die. 

Adjournment 
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